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Thursday, 
February 27, 1958 


---On resuming at 9.45 a.m, 


---Mr, Commissioner Levesque in the chair, 


~--The Chairman and Mr. Commissioner Cushing 
not present, 


THE CHAIRMAN: Gentlemen, we will now 
resume our hearings and continue on from where we left 


eff yesterday. Me, Pattillo? 


BY MR. PATTILLO: 

Qu Mr. Loughney, in connection with 
Table 2 in your exhibit, are these figures shown 
in the right hand column just volumetric calculations 
based on the figures shown in the ieft hand column 
or are there adjustments made, for instance, in 
the Yukon and Northwest Territories and in Manitoba 
and Saskatchewan based on your company's own peculiar 
knowledge of the situation? 

MR, LOUGHNEY: I would like to direct 
that question to Mr, Pearson, 

MR, PEARSON: That is correct, sir. 

Q. Now, would you develop that a 


little further for us? 
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MR. PEARSON: In arriving at the total of 
150 trillion we used the factor judgment to arrive 
at what the volume of -- the number of cubic feet 
of gas per cubic mile of sediments in Canada, com- 
paring it to the figure for the United States. 

Q. A little louder, please. 

MR, PEARSON: In arriving at the 150 
trillion we used our judgment as to what each area 
would be capable of producing at that point, the 
number of cubic feet per mile of gas using as our 
yardstick the volume per cubic mile in the mid- 
continent region and we used our judgment as to 
the proportions that each area would bear, Saskatche- 
wan and Manitoba, the Alberta Plains, the Alberta 
Foothills, Northeast British Columbia and the 
Yukon and Northwest Territories. We weighted 
these areas as to our best geological judgment. 

Q. And has your company done work 
in all of these five territories? 

MR, PEARSON: We have done work in all 
areas, sir, that are listed here, geological and 
geophysical work in all cases, a certain amount of --- 

Q. Now, I am asking Mr. Loughney to 
look at page 11 of the brief, and Exhibit 5. You 
say in the second paragraph after referring to 
Exhibit 5: 

"The total expenditures by the industry 


"in o11 and gas properties during this period 
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"have been $3.2 billion, of which only $1.9 
"Dillion has been recovered to date, so that 
"expenditures to date have exceeded income by 
Sel CON Soc kes oko yaa 

How would that experience compare, from 


your knowledge of the oil and gas business in 
this continent, with a similar period in the history 
of the business in the United States? 

MR, LOUGHNEY: Well, there are probably 
some areas in the United States that would have an 
experience similar to this. I am thinking now 
of the Gulf Coast area as of today. Bchnink LF 
you go back beyond the Gulf Coast area you will 
find that the pay-out period was shorter than it 
would appear to be in Canada. 

Q. You used the expression "pay-out 
period", what do you estimate from your experience 
is the pay-out period in Canada? 

MR. LOUGHNEY: Well, it is very difficult 
to say at this point. We feel that the cost is 
an important consideration to the pay-out and, of 
course, that depends on whether we get the markets 
and the situation as of today, as far as crude oil 
is concerned, is very uncertain. 

ae Let me put it this way then: from 
your experience in the business what is the pay-out 
period that a producer requires in order to have 


an economically sound operation? 
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MR, LOUGHNEY: From three to five years 
On opi liine of 3 well, 

Q. That is the original capital cost 
should be recovered within three to five years to 
give the producer the circulating capital that he 
needs? 

MR, LOUGHNEY: oat ie correct. 

Q. And in this industry circulating 
capital is a most essential part of it? 

MR, LOUGHNEY: MOS yo Te aes « 

Q. Now, in the next paragraph you make 
the statement: 

"In 1957, the industry expended in 
"exploration, development and producing opera- 
"tions $547 million, and received, after royalty, 
"income of $400 million, or $147 million less 
"than the amount expended during the year. An 
"excess of expenditure over income has occurred 
"annually since 1947 and has necessitated the 
"attraction of additional new capital each year." 

Now, are we comparing likes with likes 
when you have those figures there? In other words, 
are you talking about capital expenditure and an 
income receipt? 

MR, LOUGHNEY: Mes 06a .Wwe ware. 

ve Well, will you explain to me and 
the Commission why you make that comparison? Nor- 


mally you would compare capital expenditures with 
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TL 
TU 


vc 


capital receipts and income expenditures with 
income receipts. Now why do you make this com- 
parison in the industry that you have made here? 

MR, LOUGHNEY: Well, our own receipts 
are receipts from the sale of the peas: crude 
oil or gas, that is the cource of income. 

Bits Yes, but what I was thinking of, 
the $547 million expenditures is in part an income 
expenditure and in part a capital expenditure. 

In other words, as a result of that expenditure 
you earn income and you also have, in fact, your 
capital holdings. 

MR, LOUGHNEY: Well, the purpose of 
that statement is to demonstrate the need that 
operating as we do and expending more money, 
whether it be in capital or expenditures, our 
income is not sufficient to generate the capital 
that is necessary to keep the programme going 
which means additional new capital must come into 
the industry each year. 

Q. And that, I suppose, makes it 
more difficult for the small independent producer 
than the large producer such as Imperial or British 
American or Shell? 

MR, LOUGHNEY: tL think that 13 correct. 
It is very difficult to raise risk capital in this 
type of industry. 


Qe Now, on page 12 you say: 
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"It is inevitable that if present 
"available export markets are denied, a re- 
"appraisal of the itaate over-all explora- 
"tion program must follow. The probable 
"result will be some deferment of planned pro- 
"jects, together with a shifting of emphasis 


"in exploration activity away from areas where 
"cas is likely to be encountered. hd si-cotld 
"cause serious dislocation in the development 
"of both oil and gas reserves, adversely 
"affecting not only the petroleum industry 
"put the over-all economy as well.” 

Now, would you please enlarge upon that 
statement? 

MR, LOUGHNEY: Yes. Gir. What we have 
in mind by that statement is this -- I will use 
our own company's experience if I may? 

Qe Right. 

MR, LOUGHNEY: We are conducting, to- 
gether with our partners, large exploration programs 
primarily in the Foothills belt where we have found 
a number of gas discoveries. We have continued 
this program feeling that if larger markets are to 
be attracted we must establish reserves and we 
have gone forward with this in the expectation 
that those markets would develop. Our statement 
is directed at the situation where export markets 


are denied and the assumption that the export 
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markets will be denied and we could no longer justify 
to our management the millions of dollars which we 
have been putting into that type of program where 

we are unable to show any period at which we can 


get return for our investment. This means we 
would shift the emphasis away from that type of 
exploration program and defer as much as possible 
spending any money in those areas. 

lee Now, can we canvass for a few 
moments your ideas as to what is needed for the 
producing in Alberta in the way of markets and 
may I make these statements to start the discussion: 

The cities of Edmonton and Calgary have 
come before this Commission and have expressed the 
view that as people living in the Province of 
Alberta, the consumers here should continue to 
obtain this gas at prices comparable to those being 
aid today end. wre, cost of acquisition of the gas 
that he requires should not be brought into line 
with the demand from the outside market. tial 
other words, because the State of California wants 
gas and has a big demand for it and is prepared 
to pay a price higher than the City of Calgary 
or the City of Edmonton have been paying in the 
past should in no way affect what the City of 
Edmonton or Calgary will pay in the future, a 
two-price principle. Trans-Canada have come before 


us and have said "We have markets much larger than 
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we anticipated, we are going to require substantial 
increases in volume, We have increased our prices 
for pas-in, 1O5veand again the first of this year 
but we have been unsuccessful in buying gas". 

Now, with that background would you 
develop your thought as a producer as to how you 
think the objective you express in your brief, 
namely increased export markets and at the same 
time consideration for the Canadian consumer, how 


it can be developed? 
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MR, LOUGHNEY: By the Canadian consumer, 
are you referring to Canada as a whole? 

Q. Yess 2 am referring to Canada as 
a whole- 

MR. LOUGHNEY: Well, I do not believe 
that export alone will be responsible entirely for 
the increase in the value of gas or the price paid 
for gas. The situation that we have had in Alberta 
and Western Canada has been one of the producer 
primarily dealing with one pipeline, so long as long 
line carriers are concerned, We felt that the com- 
petition of other carriers would be rather wholesome 
to the industry, We felt it would give a producer 
an opportunity to negotiate for what he considered 
a better contract than he had been getting. The price 
of gas that any purchaser would pay will seek the 
level at which he can sell that gas in whatever mar- 
kets he deals in competition with other fuels, al- 
though there is a limit to what he can pay. There 
has been some psychological reaction among producers 
to deal with any purchaser on gas to be delivered 
at an if-as-and-when basis, because that is what we 
have been puttin up with for the last 7 or 8 years. 
When we negotiated a contract, we never knew whether 
we would sell a foot of gas under it because there 
were so many approvals to be obtained before the line 
was actually built. That situation, in my judgment, 


will strike itself out when we get more gas moving 
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out of the Prcvince. 

I do not anticipate that Trans-Canada 
will have any more of A proslem buying gas than any 
other pipeline once it is in business buying gas 
and can offer the prolucer a normal type of contract 
when he says, "vou have the gas and I need it; you 
get your volume up to this point and we will take it." 

Q. You do not think there is any practi- 
cal proelem confronting the Canadian consumer so 
far as getting gas is concerned in competition with 
California from the States or Washington or Oregon? 

MR. LOUGHNEY: I think the best protection, 
probably, is the incentive to the producer to keep 
exyloring and developing reserves because when there 
is plenty of gas available for the markets ahead of 
us, that, in ivselt, will heave a tendency to keep prices 
down. In other words, it does not create the scarcity 
angle Where one is played against the other. 

Q. On page 13 of your brief, in the first 
paragraph you say: "Heretofore in determining volumes 
of gas surplus to requirements, it has been the 
practice to relate future needs for an extended period 
tO oven reserves as at a particular time, In our 
opinion this approach is an erroneous one, which if 
continued will serve to delay unduly the disposition 
of gas reserves," 

Can you tell us, Mr. Loughney, from your 


experience in the United States as a producer there, 
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whether the approach which you have set out in 
page 13 and which you consider to be an erroneous 
one 2s followed, as iv has beén in the Province of 
Alberta, or wnether they have a different approach. 

MR. LOUGHNEY: I am not familiar with that 
type of approach having been used any place except 
im one Provinee Of fiberca , 

Q. Would you develop that a little fur- 
vher? Js yune approach tnav vou ‘are advocating’ here 
of looking at the cumulative results and the trends, 
LS that the evproachathat 24s normally used, in, your 
experience, elsewhere in the world? 


MA. LOUGHNEY : Yes, I would say that it 


Q. You do not think that there would be 
any risk of supplies not becoming available if the 
trend approach was adopted? 

MR, LOUGHNEY : Well, there is protection 
ara netrsuch isis 1 eoashould ever materialize 
that there was any slackening off in the trend and 
it looked as though we were not going to reach the 
objective we sought, there should be a gradual 
slackening down in the allocation of reserves to 
pipelines exporting gas to the Provinces, say, or 
from Western Canada, I think there 158) a measure 
of protection in the period of time in which the 
market is built up and in which our reserve is 
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Q. Have you given any thought as to 
a formula that might be adopted by this Commission 
and recommended to the Government as to the quan- 
tities of gas that it would be conservatively safe 
to permit the export of in any year? 

MR, LOUGHNEY: No, we have not given 
consideration to a formula. 

Q. I wish you might have your people give 
some thought to that and, subsequently, make a 
recommendation in writing to the Commission. 

MR. LOUGHNEY: We would be very glad to 
do that. 

Q. I think I only have one further ques- 
tion, Mr. Loughney, and that arises out of, perhaps, 
a misunderstanding on my part when I was talking 
about what you consider was a sound payout. 

Were you talking about a sound payout period 
simply loOnntwe coset OL drilling the well, or were you 
including in there as part of the cost that must be 
recovered the preliminary cost of exploration, land 
acquisition, and everything like that? 

MR. LOUGHNEY: I was referring only to 
PHSweCOs uel sthepyedu. 

Q. I did not understand that. Can you 
give me what, in your experience, is a period of 
time that is the maximum that is sound to recover 
not only the cost of the well, but the preliminary 


expenses as well? 
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MR, LOUGHNEY: Well, that: would be a 
rather difficult question for me to answer for the 
reason we carry a eupeeanepal exploration program 
and have since about 1947, so that our exploration 
program is’ Several years’ ahead of our drilling pro- 
gram, We have not considered it in that light. 

MR. PATTILLO: Those are all the ques- 
tions I have, Mr. Chairman. 


THE ACTING CHAIRMAN: Mr. Frawley? 


BY MR, FRAWLEY: 

Q. Mr. Loughney, I would like to ask 
you a few questions about your gas export policy, 
but before doing so, I would like to get on the 
record a few general observations with regard to 
B.A. affairs in our present time in the United States. 

Have you been, yourself, long with B.C., 
Mr. Loughney? 

MR, LOUGHNEY: I have been with British 
American since July lst, 1956. 

Q. For many years, as you know, B.A. 
was interested in the development of oil and gas in 
Alberta to a greater or less extent. 

MR. LOUGHNEY: Yes, sir. 

Q. But 2t ts a-fact that since Uhe 
association was made with the Gulf Oil Corporation, 
that interest has stepped up very considerably. 


MR. LOUGHNEY: Wes. “Sir. 
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Q. And you came to the B.A. organiza- 
tions: ald “you; from Gulf? 

MR. LOUGHNEY : 1M 6 biker. 

Q. Were you with the Gulf Oil Corpora- 
tion, the United States entity? 

MR. LOUGHNEY: I was originally with Gulf 
in ‘the United States, but I was placed in charge of 
Gulf operations known as Canadian Gulf Oil Company, 
in September, 1951, and was vice-president and 
general manager of that operation at the time Canadian 
Gulf was consolidated and merged into British Ameri- 
can, 

Q. And British American, unlike some 
other large Canadian oil companies, has a very active 
interest in the natural gas side of the industry? 


MR. LOUGHNEY: nay oke  UruUe. 
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Je You have talked about the necessity 
for an incentive and I take it from that, Mr. Loughney, 
that you regard the present Situation as one which 
does not carry a very keen incentive for further 
development? | 

MR, LOUGHNEY: We feel that the reserves 
at the present time are increasing at a rate more 
rapid than we can see the demand will, based on 
present markets. 

Q. And would you say that the industry 
has suffered from a lack of incentive to develop? 

MR. LOUGHNEY: so far as gas is concerned, 
yes. 

Q. I am speaking entirely of natural 
gas. 

MR. LOUGHNEY: Yes, 

Qe Would you say that the lack of incen- 
tive as to whether gas export is to be allowed as a 
policy has contributed to the absenee of the incentive? 

MR, LOUGHNEY: Wes Sit. 

Qe Quite definitely? 

MR, LOUGHNEY: Veo, 4 Sue. 

Q. Would you say it has been a factor 
in slowing down development in the natural gas side 
of the industry? 

MR, LOUGHNEY: Speaking of the natural gas 
side of the industry as a whole, very definitely. 


Q Now, I was quite interested in what 
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you said about the manner in which the granting or 
refusing of gas export permits until now has worked 
out, and I take it from what you say in your brief, 
looking particularly at page 16 and page 17, at the 
top of page 16, where you say: 

"It is not realistic to ignore reserve 

"srowth potential to meet long-term require- 
"ments and to appraise the adequacy of reserves 
"to meet these requirements solely on the basis 
"of proven reserves." 

Is it fair to paraphrase that by saying 
that you mean that export permits should be granted 
by both Provincial and Federal authorities upon the 
strength not merely of present proved reserves but 
upon the strength of what you call, in one place, 
reserve growth potential and, in another place, 
the potential growth in reserves? 

MR, LOUGHNEY: Well, I think you have 
to have part of each. You have to have enough 
proven reserves to justify an export in the first 
place and then, considering the growth of reserves, 
we ee that the growth of reserves is such, the 
trend of the growth, that there is every evidence 
that we will have adequate gas reserves to take 
care of long-term requirements. 

Ge And you feel that the export per- 
mit granting authority should take into account the 


growth in the trend as well as what you might call 
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SEO 


merely the visible proven reserves? 

MR. LOUGHNEY: PAG us COnrecy, 

Qs And you feel that if that were not 
done, it might -- you would call that probably, not 
Uitarrly, a short-sighted policy, to take into 
account merely the proven visible reserves in the 
granting of export permits? 

MR, LOUGHNEY: Well, under that policy 
I don't believe we would lose very much gas out of 
the province, as far as export is concerned, 

Q. But you think if the permits were 
granted upon the strength of the growth potential, 
that gas would be developed, get into the pipe line 
and move into export? 

MR, LOUGHNEY: That is the incentive we 
fee c .1s needed. 

Q. And that is what the industry needs? 

MR. LOUGHNEY: Taavwie, correct: 

Q. Now, I want to ask you something -- 
Mr. Pattille towenedgon itjvand that is thesmanner 

in which to meet the requirements of Alberta, and 
probably another way of putting that is to meet the 
requirements of the utilities. 

Do you agree with the suggestion that the 
Crown reserves should be set aside to supply the 
needs, present and future, of the Alberta utilities, 
om Alberta: citizens? 


MR, LOUGHNEY: By "Crown reserves' do you 


care 
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nuae 


mean all Crown lands? 

Q. a mean the lands that come back 
into the hands of the Crown and are now sold by 
public auction from time to time to the highest 
Drader, 

Would you subseribe to a theory that would 
change that and dedicate -~- I think that is a word 
sometimes used -- to the utilities those reserves, 
even though they had to be held in some kind of 
trusteeship, which, if IL understood it, if I am 
not over-simplifying it, was the suggestion made 
here within the last three or four days? 


MR, LOUGHNEY: i, Lrankis neve not heard 


of that theory. I don't believe I could subscribe 
GO) 3..0'. I can see some problems arising out of 
that. 

Q. You did not hear the submission 


made by the City of Edmonton some three or four 
days ago? 

MR, LOUGHNEY: No. 

Q. Do you think that would contribute 
to or work against the incentive which you say 
should be there for the development of the natural 
gas reserves, thinking, at the moment, of natural 
gas reserves in this province? 

MR, LOUGHNEY: Well, I would think it 
would work against them. 


Q. In your own case, if you were not 
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able to go in and buy, using the word loosely, 

Crown reserves and develop them as you have developed 
them in the past, you would regard that as slowing 
down the development, wouldn't you? 

MR, LOUGHNEY: Thao is coprect.. 

Qs Turning to the other side, the 
utility side, what do you think about the suggestion 
that there should be a price differential, that the 
people of Edmonton Pd not be thrown. imto the 
open market, for instance, to compete against the 
people in San,Francisco, for the price. of gas? Have 
you given any thought at all as to what might be 
worked out to satisfy, in whole or in part, that 
point of view? 

MR, LOUGHNEY: Well, gas is no different 
from any other commodity and is affected by the 
inflationary forces; there is labour, there is 
material involved. Widewmot think it is. practical 
to think that gas could always be produced at the 
same price. The cost of finding gas and develop- 
ing gas reserves, the cost of operating gas wells 
and the cost of transmission lines are all affected 
by economics. 

Q. Mr. Loughney, I must keep remem- 
bering, and I am sure you appreciate it, that ue 
am really representing all the people in Alberta 


but, taking just the point of view of the citizens 


———— in the large centres, at the moment, it has been 
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said to me, "Of course, any increase in the price 
of gas which is due to’a rise in the cost of materials 
and charges is acceptable; but when the price of gas 
Ruse! Mis aneregsed sto Us; Lore that. to whrech we 
object," 

Now, can you develop it a little bit 
further, after I have made that suggestion to you? 

MR, LOUGHNEY: Well, I think, generally, 
the people who make those statements are looking at 
the price of gas itself and not giving consideration 
to the fact that gas has been bought cheaply in 
comparison to the cost of producing gas, finding 
it and so forth, over the past few years, because 
we did lack markets. 

aye Well, that is another way of saying 
-- and I am exceedingly interested to have the view 
of a person as experienced as you are, representing 
such a large interest in the industry -- you are 
really saying that, in a sense, it has been a de- 
pressed price, the price of Alberta gas to the 
Alberta consumer? 

MR, LOUGHNEY: It has been pretty much 
of a purchaser's market. 

Q. And you say now we are passing into 
a -- you say it has been a seller's outlay,that the 
buyers of gas have controlled the price, the 
citizens? 


MR. LOUGHNEY: Well, they are the purchasers 
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Of eas, Trommy standpoint. 

ar Yes, because, you see, there are 
two points of view. You say we are now entering 
into another phase, where people are coming in to 
buy gas for export and the effect of their presence 
here, You say. UNecessarlly is going to Lift: that 
basic price? 

MR, LOUGHNEY: I don't say may necessarily 
PAPC LG. There may kk Lg compensating factors 
which come along with it that may be helpful in 
supplying gas to cities and municipalities. 

Q. DoOsyou think, In the tone run, “1b 
is not going to materially increase the local price, 
Of 1s 40 eodne to decrease the local price? 

MR, LOUGHNEY: I don't feel it will in- 
crease the price above the value of the gas, as 
Tar as the consumers. s concerned. In other words, 
LG-i8 neolce piace a penalty. 

Q. Having in mind the value of the 
commodity that he is buying? 

MR, LOUGHNEY: That Ls correct, 

OQ. TVeake 1e you do lavour, or eveny= 
thing you have told me and everything you have said 
in your brief indicates, I think, that you favour 
the export of gas from Alberta? 

MR, LOUGHNEY: Veo... cthat. Meare. uevave= 


ment. 


—- Q. Do you favour exports to any 
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particular area? 

MR, LOUGHNEY: ve don't have any particular 
area. wn mind, To. Wwe would favour the export of 
gas where we can get good, sound markets. 

OQ, In other words, you are quite 
indifferent as to whether it goes to Eastern Canada 
or into the United States of America? 

MR, LOUGHNEY: No, I think by -- there is 
no question but what the eastern Canadian market 
should be supplied before any export from Canada 
should be. considered. 

Q. Now, going to another phase, I 
would like to know, if you will tell me, how the 
sour gas, assuming, in the Foothills belt, you are 
going to encounter sour gas: how are you going to 
process the sour gas, by whom, at whose expense; 

1 oe SOine Tope Gone Tieid by field; and so on? 

Would you please develop that for me, 
as to what your views are as to how you are going 
Go, turn the opr e245 thatuvyou. will find into, the 
marketable gas that has to be put through the pipe 
Lines? 

MR, LOUGHNEY: well, what asovacnroducers: 
problem, primarily. The producer explores wild- 
cats and develops, and, if the result of his 
efforts is a sour gas field, then the next step, 
after having secured his markets, is to either build 


a plant himself or arrange to have someone else build 


’ 
* 
’ 


aay 


wie a Pon cit Yad 


d. Fra 


- f 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


Meiko aim, I mean, by that, that there are people 
who are interested in building plants, who might not 
be interested in the exploration and development end 
of; the business: 

In our particular case we have constructed 
the plants in the fields where we have developed 
markets. 

Qs Now, Mr. Loughney, that is what I 
would like to develop with you. I asked that 
question of each of the three transmission companies 
that have been before the Commission, Westcoast and 
Trans-Canada and a would-be exporter and transmission 
company, the Alberta and Southern, and they all told 
me, "We will leave that to the producers." 

Now, frankly, I regarded that as being a 
little too cavalier way to dispose of what strikes 
me as being a basic question, 

You say, "That is not going to bother us. 
We will put up the plants to make our gas marketable." 

That does not bother you? 

MR, LOUGHNEY: well, let's not say it 
doesn't bother us, because it does. 

Q. The fact: that. a field of gas 15 
going to be sour gas and present sulphur and LPG 
problems is not going to deter you at all in going 
to look for gas? 

MR, LOUGHNEY: That is part.of the business, 


the way we see it. 


“* gees is) ty wl ’ 


~ , Pee Se Pe cad 
4 ee S a : ae ep | a es 
aan BS ot 


at ees at 


ue = 
sabe caroer | 
4 ‘7 


a. 


‘ook: “ondibe 


2679 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Oy Does the same thing apply to the 
smaller independent producers? 

MR. LOUGHNEY: I think they pretty largely 
regard it the same as we do, whether an independent 
producer tor a4, eroup of producers chose to build a 
plant themselves or have someone else build it for 
them, negotiating a deal to sell what we call raw 
or unprocessed gas and take some return from the 
sale of products from the plant operator. Wetsiny 
Ls normal Im joum<business,. 

Qe Now, Mr. Loughney, I don't know, 
but being somewhat theoretical perhaps one cannot 
pursue it too far at this<«stage, but it seemed to 
me that there would be small fields where putting 
a processing plant up would not be economical, 
certainly for a small operator. Would there 
not be such circumstances develop, probably? 

MR, LOUGHNEY: Yes, there will be, but 
those plants are not economic for a small producer 
and I doubt if they would be economic for a large 
producer. 

Q. You think that because gas might 
be found in the sour gas area that will not be 
developed because the processing costs will be a 
deterrent, without the further drilling? 

MR, LOUGHNEY: That is true of any 
marginal production, and it is true of marginal 


oil production as well as marginal gas production. 
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ae I was glad to hear you say yesterday 
that the excess of sulphur did not frighten British 
American, 

MR, LOUGHNEY: Well, 17 don!¢- make. us 
sleep easier, either. 

Q. But it is not going to be a deter- 
rent to you, looking for gas and getting it out of 
theigeround even though if is going to: have a lot 
of hydrogen sulphide in it? 

MR. LOUGHNEY: it. iS) one mone or the 
many problems connected with this business. 

Q. Now I am finished, Mr, Loughney, 
except for one thing: if I look through the table 
Ommembers of the Alberta, Trunk I find Canadian 
Gulf .is,a shareholder in Group 3, as a producer. 

MR, LOUGHNEY: Mec wipbat is.correcn. 

q, Now, Canadian Gulf --- 

MR. LOUGHNEY: That is in the process 
of being transferred to British American. 

Qe Oh, well, that explains it. Bi 
was going to say: has Canadian Gulf, as such, any 
further function in the industry? 

MR. LOUGHNEY: Nopasit. bas sors 

Qe Tt is now going to be British 
American Oil? 

MR, LOUGHNEY: That is correct. Ma feaag =: 
is some little entanglement in the transfer of 


those shares. I am not familiar with it and 
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perhaps Mr, Sinclair should answer it. 

MR. SINCLAIR: I think, to answer the 
questiontin detaid and, to make it. logical, Mr. 
Loughney, would take quite an explanation. We 
are working on, the problem now and we think it will 
be solved within the next few days. 

MR, FRAWLEY: If you can solve the 
sulphur problem, you can solve that problem, 

THE ACTING CHATRMAN: Dey that. add.) Mae. 
Frawley? 

MR. FRAWLEY: Leu. 

THE ACTING CHAIRMAN: Mr. Loughney, the 
Commissioners will have a few easy questions to 
ask you, very short. We will start with. Dr. 
Braecie Li. 

MR, COMMISSIONER BRITNELL: I am still 
a bit..confused in. the matter of reserves and their 
calculation, The very useful glossary of terms 
so kindly provided by Mr. Loughney deals with 
Six aspects of the ways of looking at reserves, 
the producible reserves, the marketable reserves, 
the present reserves, the virgin reserves and the 
ultimate reserves. I should have said five 
rather than six aspects. 

In previous submissions we have heard a 
great deal about recoverable reserves and deliverable 
reserves. Now, from these earlier submissions I 


understood that, even with the best conservation 
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methods applied to the production of gas and Ol Ls!) @ 
fairly substantial percentage of gas will still be 
left in the ground when the last possible or, perhaps 
~T should say, deliverable thousand cubic feet of 

gas has been recovered, in fact, on the basis of 
present proved reserves it has been suggested that 
eee Mito LSet ae (curler reen would, not be re~ 
coverable or deliverable, and I wondered whether 
your figures, say, of the marketable reserves, take 
Sccount off thiter sacroxr. 

MR, LOUGHNEY: I would like to ask our 
engineers to answer that question, please, 

MR, STRAND: In computing our marketable 
reserve estimates in the brief, we have necessarily 
used a certain abandonment pressure. PiateLs, 
for these large non-associated gas fields, the 
abandonment pressure may be 400 pounds, Thats . 
under ordinary circumstances no more gas would be 
recovered after that abandonment pressure had been 
reached ; 

First of all, those marketable reserves: 
we referred to are recoverable reserves to a given 
abandonment pressure. Later on down the line, if 
the price of gas is such that additional compressors 
can be economically added so that all the abandon- 
ment pressure can be reduced, then more gas will be 
recovered than what we have estimated. 


However, the abandonment pressures that we 
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want 


have used in computing our recovered reserves are 
what we consider to be realistic on today's standard. 

MR. COMMISSIONER BRITNELL: Let me be 
quite sure about this, Under, for instance, your 
definition of marketable reserves, you say, "Marketable 
reserves represent producible reserves less plant and 
lease fuel requirements, line losses and reserves 
presently considered not readily accessible to 
markets," 

As a matter of fact, in there you have 
taken into account, do I understand it, gas that 
witli be Left in the ground? It does not seem to 
take such account, from the wording. 

MR. STRAND: I believe we took that into 
acecunc in the Lirst Gerinition of producible re- 
serves and producible reserves are recoverable 
reserves computed on the basis of certain abandon- 
ment pressures that I just mentioned. 

If it would help to mention a rough 
figure, approximately 80 to 85 per cent of the 
total gas in place will ordinarily be-recovered, and 
once we computed the producible reserves then we 
convert those to marketable reserves by making 
the deductions as indicated in our glossary there. 

MR, COMMISSIONER BRITNELL: Thank you. 

THE ACTING CHAIRMAN: Dr. Howland? 

MR. COMMISSIONER HOWLAND: Me, Loughney, 


I am interested in these remarks of yours about the 


: tee 
tz oe eye ; 
ere oe ae . 


2684 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


LCaneds Liret) poltoy, if you transiate that into 
a possible situation where the return to the pro- 
HUcereOoU such 2 policy 16 iess, would. you: stilt 

go along with the "Canada first" programme? 

MR, LOUGHNEY: If I understand your 
question correctly, if the eastern Canadian market 
resulted in less net-back than an export market, 
would we still feel the same way about it? 

MR. COMMISSIONER HOWLAND: vee. 

MR. LOUGHNEY: Yes, we would. We feel 
the gas resource belongs to Canada and the Canadian 
markets and, if it were a situation where an export 
market was outbidding the Canadian market, we 
would feel that in addition to the fact that the 
resource did belong to Canada there is also the 
measure of protection which we would like to con- 
sider at the same time inour investment by 
dealing in a Canadian market, and we would give 
full, consideration to that, and Diam sure there 
would be no question but what we would deal in 
the Canadian market. 

MR. COMMISSIONER HOWLAND: ‘Do you 
feel this view would be shared by the gas producing 
companies here generally, or is this your particular 
Inberear? 

MR. LOUGHNEY: Well, I can't speak for 
the other producers, but it would be hard for me 


to visualize that there would be a difference of 


ies. 44) leg 


a | 


hf £ jing a >. 


ne Hfwowsl 


° 
p 
ih 
v 
” 


ltt 
nN 2 
or 


ANGUS, STONEHOUSE & CO, LTD. 2685 
TORONTO, ONTARIO 


opinion, 

We don't consider the Eastern Canadian 
market as not being feasible to Western Canadian 
gas, Maybe that would help answer the question. 

MR. COMMISSIONER HOWLAND: i epOu could 
spend a moment, I would like you to develop a few 
of the economic facts involved here. The mileage 
to Montreal is fairly extensive, more, I believe, 
than to San Francisco, Have you any measurement 
ef what this polasyoL Canadautirst' fie going 
TOSCO SG Vou? 

MR, LOUGHNEY: Exdon ite tee Pal Gris eeoing 
to cost us anything. 

MR. COMMISSIONER HOWLAND: Will you show 
me that 1t is not-going to cost you something? 

MR, LOUGHNEY: Well, the fact that the 
Trans-Canada table new estimated gross figures are 
all very substantial quantities just adds to the 
conviction that we have held from the start that 
the market potential was in Eastern Canada, and 
it was a matter of getting a good, sound project 
back-up and, as those markets grow, transmission 
costs will come down, and we consider that is a 
good market for our gas and could be just as good 
a market as we would get otherwise. 

MR. COMMISSIONER HOWLAND: Weis x 
am not arguing against you. I want merely to 


understand this. If you took the same volume of 
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gas from Alberta to Montreal and Toronto and the 
same volume of gas to San Francisco, one market is 
¢loser than the other; is that right? 

MR, LOUGHNEY: Yes, that is correct. 

MR. COMMISSIONER HOWLAND: Well, is 
there a difference in cost? 

MR, LOUGHNEY: Oh, Strictly. on! transmnis= 
sion costs, it is -- 1t should result in a higher 
netback, yes. 

MR, COMMISSIONER HOWLAND: But there are 
other factors, aren't there? 

MR. LOUGHNEY: Yes, there are others. 

MR. COMMISSIONER HOWLAND: Could you 
tell me what they are? I am interested, generally, 
in trying to figure out whether there is a cost to 
the producers involved in this policy or whether 
there isn't. I believe the price structure of 
the energy market in Central Canada is higher 
than the California market. IT don't know. 

MR, LOUGHNEY: I think that is correct, 
The competitive situation with gas and other types 
of fuel in Southern California would be different 
than in Eastern Canada. 

From the figures that, again, were tabled 
by Trans-Canada, it would appear that they feel 
they can capture a large part of that market and 
the compensating factor, as between the two markets, 


is the fact that the Trans-Canada market gives 
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every evidence qiau 10 will bulld, and” build rather 
rapidly, with fas’ goline into New areas. 


MR, COMMISSIONER HO‘VLAND: Thank you. 


Pied Elo. Fb iste we 
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MR. COMMISSIONER HARDY: Mr. Loughney, 
yesterday in reply to a question on what was a 
fair return on your investment, you gave a figure, 


and, What would Tike to ask “you is, what is that 
in your bookkeeping or in the industry bookkeeping, 
what do they figure are their costs in delivering 
gas? Is the fair return you spoke about -- would 
you base that on the cost of a single well -- you 
used the word "plant", for instance -- do you base 
iG On iGne Cost. or “the! well and: the plant that ais 
necessary tO © PFOCeSss the gas,orm dotyow basemit on 
Cher COSt Oh exploration in che field) or van area; 
and how do you charge or distribute your costs of 
exploration between the oil and gas business, for 
imstance or how Us ou done in the industry,’ 

MR. LOUGHNEY: We do not attempt to 
divide the cost between oil and gas wells in the 
field. In answering the question yesterday I had 
particular reference to plants, but as to wells, 
we normally consider 3 to 5 years for the payoff 
period. 

MR. COMMISSIONER HARDY: Thank you. 

To go back to the follow-up on the ques- 
tion Dr. Howland was asking, on the basis of the 
first approach to costing that you gave us yester- 
day, there seems to be no doubt that on the"Canada 
First" policy the price to the producer is depressed 


by the Eastern Canadian market. You told us you 
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start with a competitive price with other fuels 
in Toronto and Montreal and you work back and 
errave eta igure chav is’ lért over,” and that is 


what the poor old producer takes. 

MR. LOUGHNEY: West 

MR. COMMISSIONER HARDY: You are sub- 
sidizing, as producers, at the present time the 
"Canada First’ policy. Everyone has admitted to 
us here, without exception, everyone has said that 
the supply of gas should be protected in Canada. 
However, where the argument always arises is on 
this price protection, but you have a price differ- 
ential immediately as soon as you raise your method 
JiMiveuUrineg, aWiat Ls kelp over for-the producer on 
eave \Cartada 4hires poliey and, as I "see 1t; ‘the 
Alberta consumer, if you are going to guarantee the 
Ontario and Quebec market, is getting a financial 
advantage due to the depressed price, if you like, 
to the producer, 

MR. LOUGHNEY: %L think “you nave refer— 
ence to the story on the Trans-Canada contract? 

MR. COMMISSIONER HARDY: Well, tne pro= 
cess you gave us yesterday. You said you started 
with the competitive price at the end of the line 
in Eastern Canada and worked back. 

MR. LOUGHNEY : hac LS rLene, 

MR. COMMISSIONER HARDY : That is your 


first approach to pricing? 
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MR. LOUGHNEY: The statement I made 
vesterday in answer to’ questions of Mr. Pattillo 
regarding our heehee of opinion, we will call 
Loe by Wie Trans-Canada in the early negotia- 
tions was around that very point. We felt that the 
10¢ price we had been offered was not the proper 
price, and we were attempting to negotiate with 
Trans-Canada so that, having made some contribution 
in accepting the lower price in the early stages of 
Trans-Canada, we would be able to share in the good 
fortunes of Trans-Canada by getting a better price 
when they were able to pay it, and we do have those 
Provisions in the contract. When the earnings of 
Trans-Canada reach 7 1/2 per cent, if it is before 
January 1st, 1968 we can call for a re-negotiation 
of contract; in any event, by January, 1968 the 
contract is to be re=negotiated. 

MR. COMMISSIONER HARDY: But nevertheless, 
in the final analysis the price that you get is going 
to be determined by the competitive level, or some 
economic level, at which the gas can be sold at the 
far end of the pipeline? 

MR. LOUGHNEY: Well, that is the source 
of revenue as far as the pipeline is concerned ~-- is 
the ability to take markets away from other types 
Otek UC de 

MR. COMMISSIONER HARDY: Well, if we 


look at it now from the point of the American 
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authorities, as it has been explained to us here, 
Be ummvncers Cand Utne y never got into the two-= 
price argument tin whe United States because the 
regulatory authorities that would have made it pos- 
Sible were declared <tvo bees eos bata bin at ao the 
otate level. That is my understanding of the 
information that has been given to us here, so 

that we cannot actually draw on the American exper- 
ience, as I see it, for any guidance as to what 
extent you can adopt a two-price system other than 
their export tariff on gas which they have; is 
THAIS Tiers hits, 

MR, LOUGHNEY: I am not familiar with 
the constitutional question that has arisen in the 
Staves in the lasitirew years’, 1 Have not tried to 
keep Up witht. 

MR, COMMISSIONER HARDY: You obviously 
would: not dike: anJjexport tariff on gas as a producer? 

MR. LOUGHNEY: No. 

MR. COMMISSIONER HARDY: it reduces’ the 
economic area? 

MR. LOUGHNEY: Yes. 

MR. COMMISSIONER HARDY: But, on the. other 
hand, you would have no objection to selling, for 
instance, your gas in a competitive market to Alberta 
Trunk Line, and they could dispose of the gas any 
way they like at any price they like? As a producer 


you would not be concerned about that, would you? 
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MR. LOUGHNEY: For us to sell to Alberta 
Trunk, Lineésand no one else? 

MR. COMMISSIONER HARDY: Well, supposing 
there is one authority set up in the Province; they 
would) buy “ada they 2aSeon Ory another way to dot, 
or to look at it, would be this: that the pipeline 
companies outside the Province negotiate with the 
producer just as they do now, but Trunk Line even- 
tually.gets.all.the gas before it.goes,.to the people 
who purchase from you, and they can muddle the 
stuff all up and» send. it out. the other end at any 
price they. want.to or send it here or there at a 
different. price. That would not affect the producer 
atc. OOVLOUS LY, 

MR, LOUGHNEY: Well, there are several 
problems that I can see in connection with that 
kind ol deaietnat [emould not», like. imsthe first 
place, when we build our plants we want to have 
assurance that the gas will be taken, that is the 
revenue to us. To that end we have guaranteed 
take-or-pay contracts, We have those with the pur- 
chaser of the gas who is the pipeline company. I 
can foresee that there would be some real problems 
arise if you had one common purchaser, and we would 
not have the same assurances of steady revenue or 
plants as we would have under the normal type of 
contract that we have at the present time, with its 


take-or-pay provisions. 
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MR. COMMISSIONER HARDY: Thank you, 
that is all. 

MR, FRAWLEY: | Mir. Chairman, may ask 
a question arising out of Dr. Howland's questions? 

THE ACTING CHATRMAN: Yes, (Cerbainly; 

MR. FRAWLEY: Q. POUL? pier ios 
way, Mr. Loughney: what the producer gets, you 
say, if it 1s not too overly simplified, is the 
price at. the end of the pipeline less transmission 
Costus thats (the ner back abethe well? 

MR, LOUGHNEY: I was asked a question, 
Mr, Frawley, I am not sure just how the question was 
asked, but it was as to how did we determine or 
how did we place a price on gas -- in our judgment, 
what should gas ‘sell for, I answered the question 
by saying that we first looked at the market where 
the gas was going to be sold to see what the com- 
petitive situation was with other fuels, and back 
that up to the wellhead by deduction of distribu- 
tion and transmission costs, md we felt after that 
the producer was to be given all that he was en- 
titled to; That would be one way of doing it. 

MR. FRAWLEY: And that the wellhead 
net back would become better as the volume stepped 
up and the transmission cost per unit went down? 

MR. LOUGHNEY: That is right, and that 
becomes the basis of the escalator clause, the time 


volume? 
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MR. FRAWLEY: What I want to investigate 
is the difference between the "Canada First" policy 
and the United States ees policy. <ouppoOSsiInge 17 
Cait OPnia, because Ol tne ereat hunger for further 
energy, vial thelvorice at zehe énd of the pipeline 
was higher’-- we will not get into any figures, but 
it was higher by some worthwhile amount than the 
price (ay tne end of the pipedine in Montreal. Then, 
on your theory that the wellhead net back should be 
ene Price in the market less the-transmission cost, 
well, then, the net back at the well would be better 
if 2towere Going to Calirornia. than if 15 were going 
tO, Montreal. You contemplate that situation and 
VOU are GULTE Savi Si Led With ib, 1s thav. so? 

MR. LOUGHNEY: I do not necessarily con- 
bpemplate it, no3 [ do,.not know that that will be 
the si puation, 

MR, FRAWLEY: Well, you say -- and I might 
say, very commendably, because you came here from 
the United States, did you not? 

MR. LOUGHNEY: Yes. 

MR, FRAWLEY: I say very commendably you 
say this gas belongs to the people of Canada, and 
yOu gre Satisfied it should eo te the: people of 
Canada, and am I right in following that up by say- 
ing that even if the whole net back were something 
less because it was not going to a market where 


the retail price was not as high as if it was going 
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to a market somewhere else -~ you say, for instance, 
Ciate. Oil aiperreculy saui Slactory situation: to 

us, and you TALK. Ot will get better as the unit 
transmission cost goes down? 

MR. LOUGHNEY: Well, 2f the+si tuation 
improves. We were not very happy about the 10¢ 
price; we felt the market potential was in Eastern 
Canada and as the volumes grew and the transmission 

costs were reduced, we would be in a position to 
enjoy a better price. We were then looking at the 
market that was available to us, which was the 
BKastern Canadian market; this California market 
whichwjyou pefer™mcorcomes in’ atv a later ‘time, or 
may come in, I am not sure. 

MR. FRAWLEY: And to the extent that 
there is any subsidizing, as Dean Hardy suggests, 
by reason of the fact that the gas is going to 
Eastern Canada, for the same reason the Alberta con- 

sumer is getting the benefit of that depressed 
price because he has it before any transmission cost 
isVadded ton? 
MR, LOUGHNEY: Well, I do not consider 
it exactly in the form of a subsidy. The new tines 
and the new markets, where the markets grow and 
must grow in order for the pipeline to pay a better 
price, and that is normal in negotiating the purchase 
of gas; we would have a starting price and then 
you have the escalator clause and the escalator 
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Clause 18 to take care of that situation. We 
have this in our contract with Trans-—Canada, 

MR. FRAWLEY: Thank you, Mr. Loughney. 

THE ACTING CHAIRMAN: Mr. Loughney, I 
think this completes our study, so on behalf of 
this Commission I wish to express our sincere 
thanks to yourself and your colleagues for submit- 
ting this brief, which we have already classified 
Bota perl ecG- pr Lei. We realize you have had to 
go through a great number of statistics to make 
This up, DUT you may be sure it will notvend up 
in the waste basket because during the next 30 days 
we WLlisbe reading it many times. We agree with 
you on many points and we think like you, and 
you will realize this better when we make our recom- 
mendations public later on. We welcome, with 
pleasure, the first paragraph of this brief which 
says that at a later date you will submit your views 
on other subjects. 

Once again may I say thank you, and we 
Will see you at a later date. 

Perhaps, Mr. Pattillo, it will be best to 
break now and start with the next brief afterwards. 

Mine bran tiutO's We will take Northern 


National when we resume after the break. 


---A short recess. 
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Submission of 
NORTHERN NATURAL GAS COMPANY 
APPEARANCES : 
Mr. E.J. Chambers, @.C. - Counsel 
Mr. John F. Merriam ~ President 


Mr. W.A. Strauss - Administrative 
Vice-President 


Neo. Bob. Gagne ~ Market Analyst 

Mee alls) ae oOn. - Vice-President of 
Northern Natural 
Gas Producing 


Company. 


Mr, Dale TeKolste - Legal Department, 
Omaha, 


THE ACTING CHAIRMAN: We will now start 
with Northern Natural Gas Company. 

MP Part los 

MR. PATTILLO: Mr, Chairman. Mr. Chambers 
is appearing for Northern “Iatural Gas Company, and 
in a few minutes I will ask him to introduce to the 
Commission the representatives of the company who 
ane here, 

They have submitted two documents: one, 
the blue-covered book, which I suggest should be 
marked C-27-1, and the brown-covered book, which 


I suggest be marked C-27-2. 
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---EXHIBIT NO, C-27-1: Brief submitted by 
Northern Natural Gas 
Company. 


---EXHIBIT NO, C-27-2: Supplement. 


MR. CHAMBERS: Thank you, Mr, Pattillo. 

I would first like to introduce to the 
Commission Mr. John F., Merriam, who is president of 
Northern Natural Gas Company. 

Mr. W.A. Strauss, administrative vice- 
president. 

Mr. F.L. Gagne, market analyst of the 
company. 

Mr. J.M. Barton, vice-president of Nor- 
thern Natural Gas Producing Company. 

And Mr. Dale TeKolste of the legal depart- 
ment in Omaha, who may have something to say. 

The priety ixni bit CH2/-1 willl be presented 
by Mr. Strauss, administrative vice-president of 
the company. 

MR. STRAUSS: Mr, Chairman, this brief 
is entitled "Northern Natural Gas Company, to the 
Royal Commission on Energy’. 

Introduction: Northern Natural Gas Com- 
pany, a major integrated natural gas transmission 
company in the United States, respectfully submits 
this brief in the hope that it will assist the 


Commission in its study of some of the matters re- 


ferred to it. 
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The information and data presented herein 
include a description of the natural gas operations 
of Northern Natural Gas Company over its 27-year 
history, an outline of the activities of the company 
during the past 8 years evidencing its continuing 
interest in Canadian gas, a brief description of 
the development of the natural gas industry in the 
United States, and data respecting the growth of 
the company's markets in the United States. Infor- 
mation relating to the exploration and production 
activities of the company's producing subsidiary in 
the Province of Alberta is also included, 

Description of Northern Natural Gas Company: 
Northern Natural Gas Company, a corporation, with 
its head office in Omaha, Nebraska, U.S.A., is en- 
gaged in the production, transmission and sale of 
natural gas. It sells and distributes natural gas 
in the States of Kansas, Nebraska, Iowa, South 
Dakota and Minnesota, and is currently seeking 
authority to extend service into Wisconsin and 
North Dakota. These several states are sometimes 
hereinafter referred to as the Northern Plains 
States or Northern Plains area of the United States. 

The company, ‘“Northern', was organized and 
commenced operations in 1930. 

At the present time Northern, directly and 
through subsidiaries, owns, operates and maintains 


more than 11,500 miles of pipelines which extend 
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from the gas producing States of Texas, New Mexico, 
Oklahoma and Kansas into the Northern Plains States 
where it delivers approximately 1 1/4 billion cubic 
feet of natural gas daily. A map showing the loca- 
tion of Northern's system is contained in its 1956 
Annual Report to its stockholders, a copy of which 
is attached as Schedule A to this submission, 

Northern is also authorized to transact 
business in the State of Montana and in the Province 
of Alberta. 

Northern presently supplies natural gas 
to 880,000 retail customers located in 387 communi- 
ties in the Northern Plains area. Among the princi- 
pal cities in this area being supplied natural gas 
by Northern are Minneapolis, St. Paul, Rochester, 
Sioux City, Des Moines, Dubuque, Aberdeen, Sioux 
Falls, Lincoln and Omaha, In 1957 Northern sold 
approximately 350 billion cubic feet of gas to the 
communities and industries served from its pipeline 
system, nearly 3 1/2 times its sale 10 years ago. 
Additional data and information respecting Northern's 
present markets and projections and estimates of 
Northern's growth are set forth at Chapter IV hereof 
beginning at Page 14. 

Northern's principal proved gas reserves 
are located in the Hugoton field anc adjacent areas 
of Kansas, Oklahoma and Texas, the West Panhandle 


field of Texas and the Permian Basin area of west 
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Texas and southeastern New Mexico. These reserves 
total approximately 12 trillion cubic feet. 

Northern evans Gas Producing Company, 
a wholly-owned subsidiary, is engaged in the 
exploration for, and production of, gas and oil. 
At the present time operations are being conducted 
in the Province of Alberta and in the States of 
Montana, North Dakota, South Dakota, Nebraska, 
Colorado, Utah, New Mexico, Texas, Kansas, Oklahoma 
and Arkansas. This subsidiary is also authorized 
to transact business in the States of Arizona, 
Louisiana, Oregon, Washington and Wyoming. 

Permian Basin Pipeline Company, a sub- 
Ssidiary, is a natural gas pipeline company... It 
operates in Texas and New Mexico where it trans- 
ports gas from numerous gas producing fields to 
a point in west central Texas where such gas is 
sold to Northern. 

Another wholly-owned subsidiary, Northern 
Plains Natural Gas Company, is authorized to trans- 
act business in the States of Montana, North Dakota, 
Minnesota, Wisconsin, South Dakota, Iowa and Nebraska. 

Peoples Natural Gas, formerly a separate 
and wholly-owned subsidiary company, is now oper- 
ated as a division of Northern. It distributes 
natural gas at retail in 110 communities and to 
numerous industrial plants in the States of Minne- 


sota, lowa, Nebraska and Kansas. It also holds 
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franchises authorizing the distribution of natural 

gas in 118 additional communities in these states. 
The ne, ees of Northern and its sub- 

sidiary companies exceed $430,000,000. Its con- 


solidated total capitalization consists of approxi- 
mately $220,000,000 funded debt, $44,000,000 pre- 
ferred stock and $135,000,000 common stock equity. 
Northern's own funded debt ($195 ,000,000) consists 
entirely of unsecured debentures; it has no pipe- 
line mortgage bonds. Its 4,000,000 shares of out- 
standing common stock are listed on the New York 
and Midwest Stock Exchanges and are held by approxi- 
mately 19,000 stockholders residing in all 48 
states, Canada, and several other countries. No 
sineie svockhnoider nolcds more than 3. per cent of 
Northern's outstanding common stock. 

Additional financial statistics, a balance 
Sheet and an income statement, all as of December 31, 
1956, are contained in Schedule A. The statistical 
data set forth ab pagesw26 and 2/7 of Schedule, A 
detail Northern's growth since 1930. 

In that regard we are today mailing copies 
of our 1957 Annual Report to our stockholders and copies 
of that reports are available. We have them with us to- 
day, and will file them if the Commission so desires. 

CHAPTER ITI: Nature and Extent of Nor- 
thern's Interest in Canadian Natural Gas: Because 


of its economic and geographic proximity, Northern 
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has had a continuing interest in the natural gas 
reserves of Alberta since the magnitude of such 
reserves was’ first recognized. This: interest 
has coincided with the rapidly increasing demands 
for natural gas which have persisted in Northern's 
market area since World War II. 

Negotiations: and Activities Respecting 
Purchase of Canadian Gas: In 1950 Northern com- 
menced negotiations with Gulf O11 Company and others 
for the purchase of gas from the Pincher Creek area 
in Alberta. 

On “October 22, 1951, Northern and. Western 
Pipe Lines, (a corporation incorporated by Private 
AGY of the Parliament of Canada and hereinafter 
referred to as "Western'") executed a contract pro- 
viding for the sale and delivery by Western of from 
LOO. Go.250 “mili ommeupieG feet.of gas -per day to 
Northern at the international border south of 
Winnipeg. 

In 1951 hearings were held before the 
Alberta Petroleum and Natural Gas Conservation Board 
on Western's application to export gas from Alberta, 
Mr. J.F. Merriam, President of Northern, and other 
officials of the company appeared at these hearings 
in support of Western's application and presented 
evidence respecting the gas market in the Northern 
Plains area of the United States. (Before The Alberta 


Petroleum and Natural Gas Conservation Board, in the 
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matter of a joint hearing to determine various 
questions relating) to the, proposed export of natural 
gas iromithe Province,of Alberta, 1951, "volume 32, 
pages 3015-3039; 3083-3091; 3120-3148, December 12, 
1951. 

Following the merger of ‘Yestern and 
Trans-Canada Pipe Lines Limited (Trans-Canada), 
Northern's officials presented additional evidence 
before the Alberta Board in 1953 and 1954 respecting 
Northern's existing and potential market. (Before 
the Alberta Petroleum and Natural Gas Conservation 
Board, “inrthé macter:of a joint hearing, supra, 
note 1 above, 1953, volume 21, pages 1486-1498, 
VOLUMnew2 2 ePasese lol O—1559, July 13-Lh, 1953; and 
1954, volume 47, pages 3483-3499, March 24, 1954.) 
At that time it was comtemplated that Trans-Canada's 
plans would soon be perfected and the Federal Power 
Commission hearing resumed. 

On June 3, 1955, Trans-Canada, following 
negotiations with Tennessee Gas Transmission Company 
(referred to hereafter as Tennessee), notified Northern 
of its termination of the September 16, 195k, 
agreement. 

Because it was learned that delivery of 
an interim supply of gas from the United States 
into eastern Canada might be a consideration 
affecting Canadian policy respecting the export of 
Canadian: Bas santo: Lhe Nortiern Plains ‘area “of =Ghe 
United States, Northern and two other pipeline 
companies, on July 21, 1955, offered (1) to purchase 


from Trans-Canada at the Canadian border south of 


—____|| Winnipeg such quantities of natural gas as were 
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available, (2) to deliver, simultaneously, such 
volumes of natural gas to eastern Canada as were 
required by those markets and supported by the 
deliveries south of Winnipeg, and (3) to purchase 
for sale in United States markets, the volumns of 
eas not requpred Por'idelivery ‘to eastern "Canada. 
This proposal was not accepted by Trans-Canada. 

On August 11, 1955, Trans-Canada and 
Tennessee executed an agreement whereby Tennessee 
would purchase from Trans-Canada 200 million 
cubic feet of gas per day at the international border 
near Emerson, Manrvoba. Tennessee subsequently 
assigned this portion of the agreement to Midwestern 
Gas Transmission Comvany. 

tne ugvs uel boo acreemont ruruler 
provided for the delivery of natural gas by Tennessee 
to Trans-Canada at the international border in eastern 
Canada, to meet the peak requirements of Trans-Canada! 

customers in eastern Canada. This arrangement, as 

subsequently amended and disclosed in proceedings 
before the Federal Power Commission, (Federal 
Power Commission, Docket No. G-9449, Exhibit Nos. 
Sly, Bl 7 and 2lSa “wee vo vcontanues for a per1 00 
of 3 years or, at Trans-Canada's option, until 
the main Trans-Canada pipelines was completed for 
delivery of Alberta gas to eastern Canada. Trans- 
Canada also had the option to increase the contract 
term to 20 years. No steps have been taken to 
effectuate this arrangement and apparently it has 
been abandoned by both parties. Trans-Canada 
recently has made other arrangements for the gas 


currently needed by it in eastern Canada and 
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Tennessee recently stated that it is "very doubtful 


it, Tennesseeinwiddivevyer Gtrnish any gas for ithe 


Montreal market." (Federal Power Commission, Docket 


Males 


Nog. G-2306 et als, Transcript Page 12,228, 


October 113) 19575) 


Northern has continued to evidence its 


interest in Canadian gas. On May 28, 1957, 


Northern's president testified before the Federal 


Power Commission as follows respecting Canadian gas: 


10 P 


TAY 


Mr. Merriam, will you state what 

is Northern's policy respecting 

the purchase of Canadian gas from 
Midwestern Gas Transission Company? 
subject to the Federal Power 
Commission's approval with respect 
toe poms and conditvons or .contracts, 
Northern would be willing to buy 

gas from Midwestern Gas Transmission 
Company at either the Canadian border 
at Emerson, or at a point near Grand 
Forks to take the gas into Northern's 
system, all of the Canadian natural 
gas that Midwestern is authorized 

by the Federal Power Commission 

to import, and Northern would be 
Wulbing tbo vwecepbuivom ithe wrederal 
Power Commission a certificate 
authorizing such gas purchased and 
the construction of the connecting 
Paicilitves and service of, the 
intervening markets. 

Mr. Merriam, what is Northern's 


policy respecting the purchase of 
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gas from Trans-Canada Pipelines? 
"A. gas from Trans-Canada Pipelines? 
"A. Northern would be willing to pruchase 
gas from Trans-Canada if it were free 
Lose. 2h to Northern, under, the 
GCnbrach.<or september, 195, which 
PoygitLDipaOlwT tbeldeve,s in this 
eonsolidated docket, or under terms 
Snes CONGLELONns. Similar te Ghat 
referred to.for.the purchase or 
gas from Midwestern at the Canadian 
border, near Emerson." (Federal 
Power Commission, Docket Nos. G-2306, et al., 
Transeript Pages 1763-6), Msy 28,1957.) 

This testimony was confirmed by Mr, 
Merriam before the Federal Power Commission on 
December 2, 1957. (Federal Power Commission, 
Docket Nos. G-2306, et al., Transcript Fages 16,887- 
16,888, December 2, 1957.) 

EXPLORATION AND PRODUCTION ACTIVITIES 
IN CANADA: Since 1951 Northern through its 
producing subsidiary, has actively participated in 
the development of Albertan gas reserves through 
Significant exploratory and drilling activities. 

In 1952 Northern acquired and interest 
in 78,000 acres in the Savanna Creek area and 
commenced drilling a well on this acreage. To 
date 3 suceessful wells and one dry hole have 
been completed in this field and 3 additional wells 
are being drilled. 

Since 1952 Northern has acquired acreage 
in a number of other producing and prospective areas 


and at the present time holds interests such as 
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leases, reservations and options, which permit 
exploration activities covering EDO sO eres. 
The fields or prospective gas areas in which 
Peservall one wor Leeses are held include Provost, 
Kenuedy Greem  Witd Horse, Priddis and Pekisko. 
Wortnern, 2s slsoeproducing oli trom wells: drilled 
by it in the Pembina and Westward Ho fields. 
Northern currently has over $9,000,000 
invested in oil and gas properties in southern 
Alberta end, Pikes opner oroducrs in Alberta, is 
keenly interested in the development of apvropriate 
export markets. Northern has contracted to sell 
gas from its Savanna Creek reserves to Westcoast 
Transmission Company Limited. This contract also 
provides that, when the volums available to 
Westcoast from sources in southern Alberta total 
SOC mall Om cube tees. per day, Northern may 
purchase from Westcoast the next 200 million cubic 


feet per day that Westcoast acquires, 
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Briet Hiseory Of bhe Natural Gas Industry In 
Tiered Soavess A brie? history of the growth 
and development of the natural gas industry in 
the United States is included in this submission 
in the hope that Such information will be helpful 
to the Commission. 

PrgoriGo 1925 tne natural gas. industry 
wes essentially contined to the local production 
and marketing of natural gas. The technology ef 
lone distance, Nieh pressure transmission of natural 
gas had not yet been fully developed. Because 
markets for natural gas were small and competition 
Lor Peserves Was Limited, . prices in the frelds 
were depressed. In 1925 estimated U.S. gas reserves 
boveledtc> urilivom eubic feet, 3, 500,000 customers 
in 23 states were being supplied with natural gas 
andl trillion cubie feet were consumed in that year’, 
(Statistics from Federal Power Commission Natural 
Gas Investigation, Docket No. G-580, Pages 45 and 
238 (Smith-Wimberly Report)). 

The WGnpeial construction of what are. ow 
known as the “long lines™ began in the late 1920's 
coincident with the perfection of the manufacture 
of steel pipe capable of transporting gas for long 
distances at high pressures. By 1940 the initial 


long distance pipelines that now serve Memphis, 

New Orleans, Atlanta, Birmingham, Chicago, St. Louis, 
Kansas City, Omaha, Denver, Minneapolis, Detroit, 

the Appalachian industrial center and southern 


California had been constructed. in 1940 estimated 


UDP was reserves totaled 65 tration cubac feecc, 
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7,200,000 customers in 34 states were being supplied 
and 2 3/4 trillion cubic feet were consumed for 
all uses in that year. (Statistics from Gas Facts, 
LOS ws Published ye pie burcau. Of Statistics: 
American, Gas Association, Tables 7, 27, and 67.) 

Except for the construction of a pipeline 
from the Guli Coast area of Texas to serve as a 
supplementary supply for the Appalachian industrial 
Convers Cl wapeseouren, Cleveland, Columbus and 
CUacinneat) mejor Lone distance pipeline construction 
and expansion were at a virtual. standstill during 
world War J]. 

Immediately following World War 11 and 


1 


COnuInUIne Unvid aS present. tame there has, peen 

& vast and vigorous expansion of pipeline construction 
and natural gas service. Natural gas is now supplied 
Um wo cor one We etazes. Reserves are. obtained 

in 23 producing states and from Canada and Mexico. 

At the end of 1956 U.S. gas reserves totaled 
avproximateiy ees trillion cubic feet, over 10 

crmlijioncubi¢g teen were gonsumed for all uses 

and 25,000,000 consumers utilized natural gas. 
(Statistics from Gee Faecte, 1956, Tables 2, 174.2 7, 
77,179, 18h. and 186.) More than 489,000 (Statistics 

fromtues Wacue, 1950. Tables 2, Leary faut oe 

184 and 186.) miles of transmission and distribution 

pipelines are currently in operation powered by 

over 5 1/2 miliion (Statistics: of Natural ‘Gas 
Companies, 1956, published by the Federal Power 
Commission.) compressor horsepower. By L956 “total 


plant investment in transmission and distribution 


———|| facilities exceeded$13 ,800,000,000. Industry-wide 
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operating revenues totaled $5,400,000,000; funded 
debt was in excess of »6 ,000 , 000 , 000 and common 
stock equity exceeded »2,400,000,000. (Statistics 
iromauasnt acts .0- 9 Owe Tables.) 25h 7 5 7p 775 1179, 
184 and 186) 

iiwiaienmeriod: L925) through 1957 iconp- 
rehensive regulation of the natural gas business 
has been enacted at bothistate and federal levels. 
State regulation has been principally concerned 
with production and production practices in the 
field and with the regulation of the price of 
natural gas at the consumer burner tip. Federal 
regulation was first invoked in 1933 (the Natural 
Gas Act) and was concerned with the operations 
Of uhe Lone distance, anmterstate transmission 
Pipelines. This regulation, as amended, encomp- 
asses the construction and operation of facilities 
involved in the transportation of natural gas in 
Inverstave wommerce, sor peline Sales of gas in 
interstate commerce for resale (wholesale sales) 
and the rates at which such sales are made. 

The recent decision of the Supreme 
Courteo? “che UG weinerol Lili pe. we Misconeim, 

347 U.S. 672 (commonly known as the Phillips 
decision), has extended federal regulation to 
all sales in interstate commerce for resale, 
whether made by the producer or the interstate 
pipebine..transporter. 

State regulation of production and 
production practices encompasses such matters as: 
prevention of waste, prohibition of flaring, pro- 
ration, ratable take, gas oil ratios, and well 
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There is not federal regulation of the "end use" 
of natural gas. Nor has any federal regulation 
been enacted which integrates natural gas into 
any overall, comprehensive scheme of control of 
Ser, o. enersy resources. Natural cas has been 
ana remains free To compete with coal, oil and 
hydro-electric power, Today natural gas provides 
OWerwe> per ceng or ‘the total enercy fuels used 


in.the Ulo. (Gas Pacts, 1956, ‘Table 14.) 


NORTHERN'S MARKETS: General: The 
mavket Northern presently serves is Located in the 
Northern Plains States of Kansas, Nebraska, Iowa, 
Minnesota and South Dakota. Northern currently 
Propeses TO extend servi cemtvocadditionel) markets 
in North, Dakotaxand, Wisconsin. : The population of 
this) market area: is-approximately 7,500,000 
persons. of, whom] .bOO,OO0; Lives instie, Minneapolis= 
St. Paul metropolitan area. 

The region is one of the most productive 
agricultural areas in the United States. Its 
main products include corn, wheat, other small 
erains,. Livestock smd dairy mroducts;. \lhe prin- 
cipal agriculture-based industries include meat 
packers, millers of sugar, flour and cereal, 
creamery and produce houses as well as a large 
variety of frozen and canned food processors. 
Over 26 per cent of the United States meat and 
over 36 per cent of its small grains crops are 
produced in the area. 


The area has natural resources that form 


the basis for a manufacturing industry that holds 
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Bp sient icant posivion- in the national economy. 
This manufacturing industry at the present time 
contributes almost as much to the regional economy 
as does agriculture. The principal industries 
oy Unis erea produce clectric power, cement, 
eyosim@ products, .purlding materials, ceramics, 
farcmeimpLemenvss, Chemical fertilizer, elass pro- 
ducts ren Ore and paper. .Over LOO Industriadt 
Development Corporations have been organized in 
this area and are actively developing additional 
industrial and economic growth in the region. 

TUS eco: Droad apricultural base of 
Ubteeerea, COuUvled Wath tue Sturene snd diversitved 
MenVLaeccurine AancuUstury, DrOovides this réeion 
with a sound and growing economy. 

The use of natural gas as a fuel has 
increased rapidly since Northern began its trans- 
MUssion Operations ian 1930, At the end or the 
Tire. year vot perayvons, Northern supplied: the 
requirements of only 188,000 persons representing 
18,000 total consumers. Due to increased product 
acceptance, more efficient transmission methods 
and continued expansion into new markets, at the 
year end 1957 Northern was supplying the require- 
ments of 3,256,000 persons representing $80,000 
consumers. 

These consumers use natural gas for a 
wide variety of purposes. The residential and 
commercial consumer uses natural gas for cooking, 
water heating, refrigeration, incineration, 
clothes drying, space heating and air conditioning. 


Annual sales and system capacity required for these 
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purposes have increased continuously since 1930, 
iivtce is due nMou.ondy to an increase in consumers 
but to the development of new and better gas burn- 
ing apoliances with resulting acceptance by the 
ultimate consumer. 

The utilization of natural gas as an 
industrial fuel and raw material has experienced 
an appreciable technological advancement since 
IS OO we sieaciel Lio as used in the. production of 
Slecuric enercy. 20 mest packing “plants, in deiry 
and food processing plants and in the manufacture 
Orec lass, rubber 2nd paper products. In a diiif- 
erent fuel application it -is used in the, manuf- 
ecourevor cemenu, rack end. tile, and oui ldang 
materials. It is used in heat treating and metal 
fabrication such as the Greece of farm impl- 
ements and munitions. «aS a raw material, it is 
used in the manufacture of chemical fertilizer 
and in the productron te: helium. 

Annual sales for industrial purposes also 
have increased continuously since 1930. These in- 
dustrial sales, made during off-peak periods when the 
capacity of the system is not required for heating and 
other firm uses, permit, Northern to operate at a hign 
System Withiligatton or doad factor. During 195/ ats 
system operated at over 80 per cent utilization factor. 
Total annual sales for Northern's system during 195 
amounted to 352 billion cubie feet. In order torattain 
these sales and satisfy the requirements of its cons- 
umers, Northern increased its system salable capac- 
ity 60 fold since 1930. Northern's historical growth 


in service is summarized in the following table: 
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Pad Blige. 

1930 1940 1950 OD: 
Total Annual Sales 
in Mcf Bogen eer (3k MIGT286 352,000 
Daily Salable Can- 
acity in MMcf- 
Beginning of year 20 189 L389 106 
Population Served- 
Year End Wes, 0C07 2,654 , 000 230 7000; Bu, 20,000 
Total Consumers- 
Year find 18,000 381,000 614,000 880,000 


Consumers Using 

Gast ore Space 

Heating-Year End 1,400 69 ,000 £97,000 683 , 000 

Space Heating 

Saturation-Yeari ind 8% 18% 1.8% 78% 
Northern is continuing to implement its 

planned program of expanded service. Increases 

in daily capacity with corresponding growth in 

annual sales will result from increased service 

to the presently served communities and to commun- 

ities which have been proposed for service. 
Northern's expansion programs as cur= 

rently proposed will require, for the expanded 

Syetem, 6 fPetth- year sealable capacity of 1,849 

million cubic feet per day. This cavacity will 

provide service tose /enillieony personsprepresest= 

ing 1,260,000 ultimate consumers. Approximately 

83 per cent of these consumers will use natural 

gas for space heating purposes. The annual sales 

resulting from this projected service are estimated 

be be O30 Drleion cuble feet. The projected 

growth in service expected by Northern is summarized 


in the following table: 
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Hxpanded System Market 
Actual Parse bie aga 
1957 Year Year 
Total Annual Sales in 
MMcef 352,090 44.6, 000 234,000 
Daily Salable Capac- 
iy vin, MMci-Besinning 


tear 1,196 1,465 1,849 


Population Served- 
Year und BY 250, O00 hig 3 6, 000m. fe. 17000 


Total Consumers-— 
Year And 380,000 tales OO@ Wy200.000 


Consumers Using Gas 
for Space Heating- 


Year ind 683 ,000 $62,000 1,040,000 


Space Heating Satur- 
ation! -—Yeatorind 78% 77h 83% 


The area Northern serves is recognized 
as a high fuel cost area in the United States and 
is gencrally remote from the effects of inexpensive 
water borne transportation. Because of these facts 
and despite recent increases in natural gas whole- 
sale rate levels, Northern's position in relation 
to the cost of fuels competitive with natural gas 
has been and is expected to remain favourable. 
Mis LS particularity true sor those residential, 
commercial and industrial markets where the alter- 
native fuel is oll or liquified petroleum gas. It 
is likewise true as respects coal, although admit- 
tedly in recent years there has been some narrowing 
of the price differential between coal and natural 
gas, 

The cost of new capacity additions will 


materially affect Northern's ability to maintain 
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all NG 


and lengthen its current competitive advantage.as 
respects other fuels. In this regard Northern 
has been most fortunate to have been able to 
develop a large underground storage field near the 
very heart of its system at Redfield, Iowa, 

The operation of this storage reservoir 
has been fully tested for system use during the 
current winter season and Northern presently has 
pending before the Federal Power Commission an 
application authorizing the use of storage to pro- 
vide increased system capacity. 

Mhe aneremental cost of such 4 capacity 
addition is substantially below the cost required 
to provide the same capacity by constructing addi- 
tional facilities throughout the length of Northern's 
system from west Texas to Minnesota. 

By the same token the introduction of 
new Canadian gas supply at the Minnesota terminus 
of its system, close to its largest current market, 
will enable Northern to provide still further 
incremental system capacity at relatively lower 


COst. 
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Conclusion: Bie need” Lor Sed vronas 
gas supplies for growth of existing service and for 
new markets, coupled with the need to replace the 
volumes consumed annually from its system, require 
Northern continually to seek additional sources of 
gas supply. Additionally, Northern's current 
cost advantage over competitive fuels, its high 
utilization factor and its ability to use under- 
ground storage are significant factors contributing 
to its ability to absorb and market substantial 
additional quantities of natural gas. 

Favorable economics of the pipeline 
investment required to bring additional gas 
supplies to its markets result from the geographi- 
cal location of the Alberta reserves in relation 
to Northern's existing system facilities. Further 
economies could be effected by system flexibility 
resulting from the location of sources of supply 
at each end of Northern's main transmission system, 
Therefore, as a part of its program to obtain 
reserves to support its system's growth, Northern 
has turned to Canadian gas as an economically ad- 
vantageous source of supply. 

The same factors of market economics and 
capital cost which prompt Northern to seek a 
Canadian source of supply provide to suppliers the 
economic advantages of utilization of Northern's 


facilities as a vehicle for bringing Canadian gas 
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to substantial and growing markets in the United 
States. 

Respectfully submitted and. signed by 
John F, Merriam, President, 

MR, CHAMBERS: If the Commission pleases, 
we would like to submit the 1957 consolidated balance 
sheet, because it has some material in it in addi- 
tion to the financial set-up that may be of interest 
to the Commission, 

MA PATEILLG: I suggest that be marked 
as C-27-1-A. 

-~--EXHIBIT NO, C-27-1-A: Northern Natural Gas 
Company consolidated 
balance sheet, 1957. 

MR, CHAMBERS: If the Commission pleases, 
before the supplement, Exhibit C-27-2, is presented 
by Mr. Merriam, the president of the company, I 
would like to state that Northern and the individuals 
concerned would desire, if the Commission pleases, 
to be sworn as witnesses, 

THE ACTING CHAIRMAN: What do you think, 
Mr, -PattLilo? 

MEO PATTILEO: Well, Mr. Chairman, if 
the company has asked to be sworn I think that 
should “be done. I think we should have the sub- 
mission, however, read in before we swear them and 
then we can question them. I have not read this 


supplement at all because I just received it this 
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morning, so I know nothing about the contents of 
a 
MR, CHAMBERS: Mr. Chairman, the reason 
I suggested swearing at this stage was that Mr. 
Merriam, as I understand it, in presenting Exhibit 
C-27-2, which consists largely of documents, as 
appendices, may desire to give some oral testimony--- 
MR. PAPI EELO: VIS IRS okie d g's as Mr, Registrar, 


will you swear the witnesses? 


---Mr. WV. A. Strauss, sworn. 
~--Mr. J. F. Merriam, sworn. 
---Mr, J. M. Barton, sworn, 
---Mr, F, L, Gagne, sworn, 


---Mr, Dale Te Kolste, sworn. 


MR, MERRIAM: Supplementary Statement of 
Northern Natural Gas Company: 

The purpose of N rthern's main submission 
now on file with this Commission is to present data 
and information which show that Northern's pipeline 
system and markets provide a desirable export mar- 
ket for Canadian gas. While this continues to 
be the only purpose for Northern's submission and 
appearance before this Commission, testimony 


recently given concerning transactions and negotia- 


———|| tions between Trans-Canada Pipe Lines Limited and 
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Northern makes it incumbent upon Northern to 
supplement its submission with the following: 
(oly) A copy of the contract dated September 

16, 1954 between Northern and Trans- 

Canada (Schedule A); 

A copy of the letter agreement ex- 

tending othe ‘contract. to. April 30, 

1955 (Schedule B); 

b2) Documents evidencing the continued 
negotiations of Northern and Trans- 

Canada (Schedules C, D, E and F); 

(3) Documents evidencing negotiations 
between Tennessee Gas Transmission 

Company and Trans-Canada prior to 

Trans-Canada's termination of its 

contract with Northern (Schedules 

Grandin 

ts.it desirable that I read the schedule 
as well as the brief supplement? 

MARA APAPULLLO: ep etitce chtuevaul ‘Were ne: 
read the September 16th document, Schedule A, then 
I will have an opportunity, at lunch, of examining 
thevres’ and secine, if I want anything else-read 
ne Gh 

MR, MERRIAM: Pine. This 1s) 5. letvrer 
dated September 16, 1954, addressed to me at 
Northern Natural Gas Company and signed by Trans- 


fr 


Canada Pipe Line Company, Mr, Tanner, President. 
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As we have previously discussed in 
our several recent meetings, Trans-Canada Pipe 
Lines Limited, He ative: sometimes called 
"Trans-Canada", proposes to construct a large diameter 
natural gas pipe line from the Province of Alberta, 
Canada, to a point at or near the City of Winnipeg, 
Manitoba, and thence to Eastern Canada. In 
connection with the sale hereinafter provided for, 
Trans-Canada also proposes to construct lateral 
lines from said main pipe line, one of which will 
begin at a point off the main line near Winnipeg 
and will run south to a point near the Town of 
Emerson, Manitoba, and another of which will run 
from a point off the main line to a point at or 
near either the Town of Estevan or the Town of North 
Portal, Saskatchewan, on the international boundary 
Tine. 

Trans-Canada desires to sell to Northern 
Natural Gas Company, hereinafter sometimes called 
"Northern", and Northern desires to purchase from 
Trans-Canada, the volumes of natural gas at the 
prices, at the delivery point or points and upon 
the terms and provisions set out herein, and this 
letter constitutes our agreement concerning same. 

lige Trans-Canada will deliver and sell to 
Northern at a mutually acceptable delivery point on 
the international boundary line near Emerson, Manitoba, 


Canada; on the west side of the Red River, but not 
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more than four (4) miles west of said river, up 
to a maximum of 100 million cubic feet (100,000 
MCF) of natural gas daily, with first delivery 
and receipt to be commenced on October 27, 1955, 
or at such earlier date as may be agreed upon 
between the parties. 

De rans-Canada will deliver and sell 
to Northern, beginning October 27, 1956, an addi- 
tional quantity of 50 million cubic feet (50,000 
MCF) of natural gas daily, said gas to be delivered 
at the option of Northern either at said point of 
delivery near Emerson or- at a mutually agreeable 
point of delivery at or near the Town of Estevan or 
North Portal in the Province of Saskatchewan on 
the international boundary line. 

One In addition to the foregoing volumes 
of natural gas, Trans-Canada will endeavour to obtain 
all requisite approval and permits from all regulatory 
bodies of Canada having jurisdiction authorizing it 
to sell to Northern an additional quantity of 
50,000,000 cubic feet (50,000 MCF) of natural gas 
beginning October 27, 1957, and, if all requisite 
authority and approval are so obtained by Trans-Canada, 
then Trans-Canada will deliver and sell to Northern, 
beginning on said date, said additional quantity 
of 50,000 MCF of natural gas, and out of the total 
quantity of 200,000 MCF of natural gas then de- 


liverable by Trans-Canada to Northern hereunder, 
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150,000 MCF thereof shall be delivered at said 
point of delivery near Emerson, Manitoba, and the 
remaining 50,000 MCF may, at Northern's option, be 
delivered at said point of delivery near the Towns 
of Estevan or North Portal, Lo Ls provided, 
however, that in the event Trans-Canada has not 
procured all requisite approval and permits from all 
regulatory bodies of Canada having jurisdiction 
authorizing it to sell to Northern such additional 
quantity of gas by December 31, 1955, then Northern 
may terminate its obligation to receive and purchase 
such additional quantity from Trans-Canada by 
giving to Trans-Canada within the next succeeding 
thirty (30) days written notice of its election so 
to terminate. 

y If, in addition to the foregoing 
volumes of natural gas, Trans-Canada estimates it will 
have available an additional quantity of 50,000,000 
cubic feet (50,000 MCF) available for export west 
of Lake Superior beginning October 27, 1958, then, 
as soon as is reasonably convenient for Trans-Canada 
Eoudor so, (OUD am anyrevent prior vo suv 25, 1957, 
Trans-Canada shall notify Northern that it antici- 
pates that it will have such gas available for sale 
and the price, terms and conditions under which 
such gas will be so available. Northern, on or 
before September 30, 1957, shall advise Trans-Canada 


whether Northern desires to so purchase such 
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volume of gas at such price and upon such terms 

and conditions. In the event Northern elects 

nov to purchase such gas, its right to purchase 
provided for in this Paragraph 4 shall automatically 
terminate, In the event Northern so advises 
Trans-Canada that Northern does desire to so pur- 
chase such volume of gas, Trans-Canada and Northern 
will endeavor to secure all requisite approval and 
permits from such regulatory bodies having juris- 
diction authorizing such purchase and sale and if 
all such authority and approval be obtained by 
Trans-Canada and Northern, then Trans-Canada will 
deliver and sell to Northern beginning October 27, 
1958 said additional volume of gas. 

a Lf wa soar eLom TO bhne foregoing 
volumes of natural gas, Trans-Canada estimates it 
will have available an additional quantity of 
50,000,000 cubic feet (50,000 MCF) available for 
export west of Lake Superior beginning October e7, 
1959, then, as soon as is reasonably convenient 
for Trans-Canada “to do so, but in any event prior 
to July 1, 1958, Trans-Canada shall notify Northern 
that 20 anticipates: that it will have: such gar 
available for sale and the price, terms and con- 
ditions under which such gas will be so available. 
Northern, on or before September 30, 1958, shall 
advise Trans-Canada whether Northern desires to 


a so purchase such volume of gas at such price and 
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upon such terms and conditions. In the event 
Northern elects not to purchase such gas, its right 
to purchase provided fon iim tals -Fraracraph 5 shad? 
automatically terminate, In the event Northern so 
advises Trans-Canada that Northern does desire to 
so purchase such volume of gas, Trans-Canada and 
Northern will endeavor to secure all requisite 
approval and permits from such regulatory bodies 
having jurisdiction authorizing such purchase and 
Sale and if ali such authority and approval be 
obtained by Trans-Canada and Northern, then Trans- 
Canada will deliver and’ sell to Northern beginning 
October 27, 1959 said additional volume of gas. 

Ge Notwithstanding the actions of 
either party pursuant to the provisions of Para- 
erapns 3, 4 and 5 hereof, Trans-Canada hereby 
grants to Northern, or its nominee,a preferential 
right, during the term of this agreement, to pur- 
chase all gas (excluding such gas as has been 
offered to Northern by Trans-Canada and Northern 
has declined to purchase) which Trans-Canada 
may have available for export into an area in the 
United States bounded upon the east side by a line 
running south from the intersection of the inter- 
national border and Lake Superior and on the west 
side by a line running south from the intersection 
of the state boundary line between North Dakota 


and Montana and the international boundary. 
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+e oo Long as the quantity’ of natural 
gas to be delivered at the point of delivery near 
Piers onmnereunder xe 100, 000 MCR, ‘said eas-shaill 
ve; delivered at said point at a pressure of at 
least 400 pounds per square inch gauge. In the 
event and when the maximum quantity of gas to be 
delivered at the delivery point near Emerson here- 
WANS rA S850, OOO NCI daily, sald quantity shall be 
delivered at said point at a pressure of at least 
450 pounds per square inch gauge. In the event 
the maximum quantity of gas to be delivered at the 
delivery*point near Emerson hereunder is 200,000 
MCF daily, said quantity snall be delivered at said 
point at a pressure of at least 500 pounds per 
square inch gauge, In the event and when the 
quantity cor 507000 MCReof gas is: to be made available 
at the point of delivery at or near the Towns of 
Estevan or North Portal, said quantity shall be 
delivered at said point at a pressure of at least 
400 pounds per square inch gauge. 

8. The unit of measurement for the 
natural gas to be delivered under this Agreement shall 
be one cubic foot at a base temperature of 60 degrees 
Fahrenheit and at a base pressure of 14.4 pounds per 
Square inch absolute. 

O% The gas to be delivered hereunder 
shall contain not less than 950 British Thermal 


Units (B.T.U.) per cubic foot. The monthly bill, 
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the demand and commodity rates, the billing demand 
and the minimum bills provided for herein all 
contemplate gas deliveries hereunder which shall 
have an average total heating value of 1,000 
British Thermal Units per cubic foot. In the 
event that the average total heating value of the 
gas per cubic foot, measured on a dry basis at a 
pressure equal to 30 inches of mercury and at 

a temperature of 60° Fahrenheit, in any month 
falls above or below 1,000 B.T.U., an adjustment 
shall be made in the total amount which Northern 
would otherwise pay for gas delivered during such 
month if the total heating value were 1,000 B.T.U., 
provided however that no price adjustment shall 

be made for deliveries of natural gas having an 
average total heating value of more than 1,050 
Beitisn Thermal Units per cubic foot. Such ad- 
justment shall be determined by multiplying said 
amount so otherwise payable by a fraction, the 
numerator of which is a monthly arithmetical 
average total heating value per cubic foot and the 
denominator of which is 1,000. 

OKs The services rendered and the gas 
delivered hereunder shall be paid for in accordance 
with the following rates: 

(a) For the services rendered and 

deliveries to be made near Emerson, a monthly 


demand rate of $2.10 per MCF of billing demand 
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and a commodity rate of $0.20 per MCF of gas 
delivered. 

(ob) For the services rendered and 
deliveries to be made near EStevan or North 
Portal, a monthly demand rate of $1.80 per 
MCF of billing demand and a commodity rate of 
$0.19 per MCF of gas delivered. 

a The billing demand at each point 
or delivery shali- be that. volume which ts equal to 
the maximum volume of gas Trans-Canada is obligated 
to deliver per day at sucn point of delivery in 
accordance with the foregoing provisions of 
Paragraphs 1, 2 and 3 above. Hor example: 

(a) The billing demand from October 27, 

1655. te Grbover 27. 2956, at the-point of 
delivery at Emerson shall be 100,000 MCF. 

(bo) In the event Northern elects to 
receive the additional quantity of 50,000 MCF 
of gas referred to in Paragraph 2 above at 
Emerson, the billing demand at said point of 
delivery shall increase on October 27, 1956, 
to 150,000 MCF, 

(c) In the event Northern elects to 
receive such additional quantity of 50,000 MCF 
of gas referred to in Paragraph 2 above at 
Estevan or North Portal, then, commencing 
October 27, 1956, the billing demand at Emerson 


shall be 100,000 MCF and the billing demand at 
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Estevan and North Portal will be 50,000 MCF, 

(4) In the event the 50,000 MCF of gas 
referred to in Paragraph 3 above is made avail- 
able. pen on ocvever 2f 5 1957, the billing 
demand at Emerson shall be increased to 200,000 
MCF, except that if Northern has elected to take 
delivery of 50,000 MCF of such total quantity 
at Estevan or North Portal, then the billing 
demand at Emerson shall be 150,000 MCF and the 
billing demand at Estevan and North Portal 


shall be 50,000 MCF. 
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12. (a) The minimum monthly bill of 
Northern hereunder for the services rendered and 
gas delivered at each point of delivery hereunder 
shall be the sum of: 

oy The demand charge times the billing de- 
mand expressed in MCF; plus 

li. The commodity charge times the billing 
demand times the number of days in the 
particular calendar month being billed 

tamesn., 55% 

(o) The minimum annual bill of 
Northern hereunder for the services rendered and 
gas delivered at each point of delivery hereunder 
shall be the sum of: 
ing The demand charge times the billing demand 
expressed in MCF times twelve; plus 
11. The commodity charge times the billing 
demand times the number of days in the 
particular annual period being billed 
timesasfS. 

13. The commodity and demand rates set 
forth in paragraph 10 shall apply from and after 
the date of first delivery hereunder for a period 
of five (5) years. 

During the five-year period commencing 
at the expiration of the first five-year period and 
ending five (5) years after the commencement of 


———__ such second five-year period and during each 
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subsequent five-year period during the remaining 
term of this agreement, the commodity and demand 
rates shall be determined by negotiation and agree- 
ment by Trans-Canada and Northern as the fair, just 
and reasonable rates to be paid during each such 
five-year: period. 

Representatives of Trans-Canada and Nor- 
thern shall meet and negotiate as frequently as 
necessary commencing six (6) months preceding the 
date in which the price to be paid hereunder is 
subject to possible change, for determination of 
the price to be paid during the ensuing five-year 
period. 

In the event the parties hereto shall be 
unable to agree within thirty (30) days upon such 
rates then the fair, just and reasonable rates to 
be paid for gas delivered hereunder shall be deter- 
mined by arbitration. For the purpose of arbitra- 
tion, Trans-Canada and Northern shall each select 
one arbitrator and the two arbitrators shall select 
a third. A decision of a majority of said arbi- 
trators, made in writing and delivered to the parties 
hereto, shall be binding. In the event the two arbi- 
trators are unable to agree upon such third arbi- 
trator, such third arbitrator shall be selected by 
a method to be agreed upon by the parties prior to 


the execution of the formal contract required herein. 


—_——_ Such arbitrators shall render a decision within 
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Sixty (60) days following appointment of the 
TivrscprarDs tracer. 

It is agreed that the rates specified 
in paragraph 10 are fair, just and reasonable at 
the time this agreement is entered into under pre- 
sently existing circumstances. 

14, The gas deliverable hereunder 

(a) Shall be commercially free from dust 
or other solids or liquids which might interfere 
Wion LUS mercnantabillity or cause injury to or 
interference with proper operation of the lines, 
regulators, meters or other appliances through which 
Lt LLOWs 3) and 

(ob) Shall not contain more than one grain 
of hydrogen sulphide or twenty grains of total 
Sulphur per one hundred cubic feet of gas as deter- 
mined by standard methods of testing nor more than 
seven pounds of water vapor per million cubic feet 
Sl as. 

15. The gas delivered hereunder shall be 
measured by orifice meter or meters of standard 
manufacture installed, operated and maintained by 
Trans-Canada at or near the point or points of 
delivery hereunder. 

16, Bills for the services rendered and 
gas delivered hereunder shall be rendered monthly 
by Trans-Canada to Northern and Northern shall dis- 


patch to Trans-Canada for the services rendered 
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and gas delivered hereunder, on or before the twen- 
tieth day of each month or ten days following the 
presentation of a bill to Northern by Trans-Canada, 
Whichever 26 Laver, jin Canadian. funds; atTrans-— 
Canada's office in Calgary, Alberta, or at such 

other address in Canada as may be designated by Trans- 
Canada, 

17. The term of this Agreement, and the for- 
mal contract to be executed pursuant hereto, shall be 
for a period from the date of acceptance hereof by 
Northern to twenty-five years following the date of 
first delivery of gas hereunder and thereafter from 
month to month until terminated by either party 
giving sixty days’ motice im writing of such party's 
election to so terminate at the expiration of any 
such month. 

18. The agreements on the part of each 
party hereto are, of course, subject to their obtain- 
ing all requisite approvals and permits from all regu- 
latory bodies in Canada and the United States of 
America having jurisdiction over the matters contem- 
plated hereby including, but without limitation, a 
permit to Trans-Canada to export from Canada the quan- 
tities of gas deliverable hereunder to Northern, the 
financing and completion of such proposed pipeline 
project by Trans-Canada in accordance with its pre- 
sent permit, the purchase and transportation by 


Trans-Canada of the requisite volumes of natural gas 


necessary to meet its commitments to Northern 
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Elo 


hereunder, a permit to Northern 
to import the gas deliverable hereunder into the 
United States of America, a certificate of conven- 


Lence “and necessity to construct the facilities 
necessary to receive such gas, and Northern's finan-— 
cing and construction of the necessary facilities 
therefor. The agreements on the part of each party herdto 
are further subject to the approval of counsel for 
Trans-Canada as to the sufficiency, for the purpose 
olVenabling the parties To Tully perform this 
agreement, of all approvals and permits to be ob- 
tained from governmental and regulatory bodies in 
the United States, and to the approval of counsel 
for Northern as to the same for those to be obtained 
in Canada, it being understood that approval or dis- 
approval of counsel shall not be unreasonably de- 
layed or arbitrarily withheld. 

194°. The parties hereto shall proceed 
forthwith to prepare a formal contract embodying 
the provisions herein contained and other standard 
provisions to provide for the sale and receipt of 
gas agreed to herein, which contracts, when prepared 
and executed, shall supersede, in all respects, this 
Letter Agreement. 

20. Trans-Canada agrees to proceed immed- 
iately with the steps necessary to procure the 
necessary permits and governmental authorities tO 
carry out the provisions hereof, and Northern agrees 


to commence work immediately upon and continue to 
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procees with ai Vigence in filing and prosecuting 
the applications with the Federal Power Commission 
of the United States of America required to enable 
Northern to import the gas sold hereunder, to 
construet the facilities necessary for the receipt 
or said gas, and, after the procurement of said 
permits and certificates, to proceed with diligence 
in the financing and construction of all necessary 
facilities. In the event Trans-Canada has not re- 
ceived all necessary governmental permits and 
authority to export the gas deliverable hereunder 
by December 31, 1954, Northern may terminate this 
contract by giving written notice to Trans-Canada 
OfNiGSs election se to terminate... In the event Nor- 
thern has not procured all necessary governmental 
permits, certificates and authority to import the 
gas deliverable hereunder on or before December 31, 
1954, Trans-Canada may terminate this contract by 
giving written notice to Northern of its election 
so to terminate. 

if "the forecoing correctly retlects your 
understanding of our Agreement, please signify your 
agreement and approval by signing the copy of this 
letter at the place designated below and returning 
same TO-us. 

Yours very truly, 
Trans-Canada Pipe Lines Limited. 


By N.E. Tanner, President. 
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Agreed to and approved this l/th day 
of September, 1954. 

Northern Natural Gas Company, 

By J.&. Merriam, President. 

THE ACTING CHAIRMAN: I think we will 


have to adjourn until ten minutes after two. 


-~~Whereupon the hearing adjourned at 12.25 pm. 
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---On resuming at 2.10 p.m. 


BYoin abel CL ULOs 

Q. Mr. Merriam, dealing with the docu- 
ment, the folder marked C-2/7-2, you read to us this 
morning abt any request parts. of Exhibit A, and 
Exhibit B is simply a letter providing for the ex- 
Lension. Ob -cime form you to.apply to the F.P.C. rom 
December 31, 1954 to April 30, 1955? 

MR. MERRIAM: RCS. 

Q. And when, in fact, did you apply to 
the Federal Power Commission, in January, 1955? 

MR. MERRIAM: lt «was .in October, 1 believe. 

Q. Of 1954? 

MR. MERRIAM: Yes, for an application for 
a permit to import Canadian gas. 

Q. And had the Federal Power Commission 
ever made any ruling about that application? 

MR. MBERRIAM: Technically: no. Lt do noe 
believe they had, but it is on file and it is con- 
solidated in the hearing that has just finished 
recently in Washington. There is some technicality 
as to the status of the application, but techni- 
cally it has never been dismissed. 

Q. Now then, Schedule C is apparently 
a memorandum that you have prepared to give out to 
your customer companies, is that correct? 


MR. MERRIAM: Yes. 
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Q. And reporting on telephone conver- 
sation that you had with Mr. Tanner in March of 
1955 that Canadian gas would not become available 


airine the year, 1955. 

MR. MERRIAM: That is correct. 

Q. And then Schedule D is a letter from 
Peo wlennen To woul nated. Manch 23..confirming. the 
advices that were in your memorandum of March 17? 

MR. MERRIAM: Right. 

Q. And then Schedule E is your letter 
of March 28th to Mr. Tanner, and I want to read in 
particularly the second paragraph: 

"I will be glad to get together with 

"you at your convenience to discuss the 

"Northern Natural Trans-Canada plans as 

"they will need to be revised to fit the 

"changed circumstances." 

What did you mean by that? 

MR. MERRIAM: Well, there were a number 
of factors in the contract that obviously would have 
to be changed because of the one-year delay. For 
instance, the initial delivery date of 100 million 
cubic feetwaciom the fall of 12955,..anduar ter: that 
provision in the contract for additional volumes went 
on from there. In respect to their dates, all those 
would have to be changed. 

Q. Did you at any time indicate to Mr, 


Tanner or Mr. Coates or anybody else representing 
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Trans-Canada that, in addition to the provisions 
which you have mentioned, there would have to be 
a revision in price? 

MR. MERRIAM: Not that there would have 
£0 be a revision of price, We discussed prices 
in relation to our application before the Federal 
Power Commission, and we discussed with them the 
possibility of a somewhat lower price than was 
contained in the contract to meet the objections 
of customers of ours raised before the Federal Power 
Commission. There was nothing in those conversations 
that in any way protracted any continuation of the 
contract or negotiations upon the success of those 
discussions. 

Q. Now, your Schedule G, which is a 
copy of the draft contract, Tennessee Gas Transmis~ 
Sion Company, and dated May 3, 1955, where did you 
obtain this document? 

MR. MERRIAM: That is the document that 
Mr. Freeman of Tennessee Gas Transmission Company 
handed me on May 12, 1955. 

Q. At your office? 

MR. MERRIAM: No, in Washington, D.C. 

Q. Now, did you ever discuss this docu- 
ment with Mr. Coates or Mr, Tanner? 

MR. MERRIAM: Ves, 2 oid 


Q. When? 


— MR. MERRIAM: May 13, when I got back to 
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my office I talked to Mr. Tanner immediately. 

Q. About this document? 

MR. MERRIAM: COrrecy,s 

Q. What did Mr, Tanner say? 

MR. MERRIAM: Me. Tanner said that yes, 
indeed, they had had negotiations between Trans- 
Canada and Tennessee Gas with respect to this pro- 
posed purchase as Mr. Freeman had related it to me, 
but they were so far along in their dealings with 
Tennessee Gas Transmission that they did not think 
they were free to talk with us further. 

Q. At that stage you had not received the 
notice of termination? 

MR, MERRIAM: No Eo had not. 

Q. That would be May 13, 1955, and the 
notice of termination was June 3? 

MR. MERRIAM: That is correct. 

Q. in addivion to talking: to- Mr Pp Tanner 
on May 13, did you have any conversation with Mr. 
Coates? 

MR. MERRIAM: EL do not believe eves 
talked to Mr. Coates. 1 did talk to Mrs> Milner 
and various of our other people prior to June ara, 
talked to both Mr. Milner and Mr. Tanner. 

Q. Mr, Tanner was where when you were 
talking to him? 

MR. MERRIAM: I think each time he was 


in Calgary. This was by telephone. 
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A. And when you talked to Mr. Milner 
where was he? 

MR. MERRIAM: He was jumping around the 
country. I think finally -- my final conversation 
with him was in British Columbia. 

Q. Mew. JW FoR. WMAner? 

MR. MERRIAM: DOAUP LS \COPPEEL 

Q. Now, in this market area that your 
company serves in the United States, you have told 
us that it is a high cost area so far as fuels 
competitive to natural gas are concerned. 

MR. MERRIAM: That, is correct; there is 
no Local coal or oil or, gas of any consequence in 
Ene 1erea. 

Q. And what could you afford to pay MCF 
for gas delivered at Emerson? 

MR, MERRIAM: We can afford to pay what- 
ever we can justify from a competitive standpoint as 
compared with gas from other sources. 

Q. Well, what is that figure? 

MR. MERRIAM: The figure we had in our 
contract in Emerson, as I stated on the stand before 
the Federal Power Commission, was a price we felt 
we could justify. I also said we felt we could 
justify the price that Mid-Western and Tennessee had 
agreed to pay. 

Q. Mr. Merriam, there has been evidence 


here which you probably have read, that the price 
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proposed to be paid at Emerson by Mid-West under 
this. present! convract will not yield a return of 

7 1/2 per cent to Trans-Canada. Do you, based on 
your experience in this gas business over a period 
of almost 30 years, consider that a return of 7 1/2 
per cent would beva Lairrreturneto a Canadian ‘ex~— 
porter? 

MR. MERRIAM: Well, of course, my exper- 
lienee: hase been *hased> on our circumstances in the 
United States, and the cost of money and the costs 
of construction down there and other factors --- 

Q. As I understand, the return that is 
considered fair in the United States is 6 1/2 per 
cen te 

MR. MERRIAM: We would be delighted to 
have 7 1/2 per cent on our investment in the United 
States. 6 per cent is as high as the Federal Power 
Commission has gone so far, but there are applications 
pending for 6 1/2 per cent, which the cost of money 
whidosuppors. thathhighertrarce. 

Q. Because of where you live and every- 
thing I suppose you are pretty familiar with the 
Situation in Canada? 

MR. MERRIAM: Well, I am reasonably 
familiar with it, but sometimes I think I am very 
unfamiliar with it. 


Q. Would you agree that, comparing costs 


—___|| in Canada with those in the States, a rate of return 
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of 7 1/2 per eént is not unfair? 

MR. MERRIAM: Let me put it this way: 
we would be delighted to get 7 1/2 per cent return 
on any investment we might put in Canada of that 
character, 

Q. Wheg DT want Co cet at is: <his 
Commission is charged with looking into the question 
of what policy, if any, Canada should have regarding 
the export of natural resources of energy. Mr. Paul 
Kayser, do you know him? 

MR. MERRIAM: Yes, I do. 

Q. Mr. Kayser has said that he thought 
that in exporting gas from the country we should seek 
to get a price that would yield a return of 7 1/2 
per cent. Would you agree with that? 

MR. MERRIAM: Yes, I would not -- yes, I 
would agree with it. 

Q. And provided the Federal Power Commis- 
Sion would approve of such a price, would you be 
prepared to pay such a price for gas exported? 

MR, MERRIAM: Yes, if that would still 
result in a price at the border that we could justify 
purchasing in competition with gas from other sources. 

Q. I would assume, then, in your system 
you are reasonably -- you have a good deal of line 
reasonably close to the Canadian border? 

MR. MERRIAM: Well, we are about 300 miles 


from the Canadian border with our present lines. 
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Q. And in these projected lines? 

MR. MERRIAM: The projected lines would 
come within 90 miles of the Canadian border. 

Q. And I assume that with your present 
sources of supply you have done some studies to 
figures out how much it is going to cost you, making 
your return 6 per cent, to put gas to that point 
90 miles from the Canadian border? 

MR. MERRIAM: Maw LS COPrect, 

Q. What price do you figure that is going 
to be? 

MR. MERRIAM: It is at the same price that 
We OW Nave Tiled in our tariits pefore. the Mederal 
Power Commission, which is a zone rate depending on 
distance from our present major sources of supply. 

Q. And what would the price be? 

MR. MERRIAM: Edo. not pave 1b in mind, 

I think Mr. Gagne might be able to tell you. 

MR. GAGNE: The rate which we presently 
have on file with the Federal Power Commission for 
Northern's proposed Zone C, which would be based 
on a demand charge of $3.49 1/2 per MCF of daily 
demand and a commodity charge, an overall charge, 
being 23.9¢. 

MR. MERRIAM: That is for a delivery at 
the station in each community. 

Q. Within that zone; and am I correct 


in thinking, then, that the way in which you find 
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out how much you can properly pay for Canadian gas 
is to figure out how much the cost of transmission 
would be from the border to that zone and subtract 
it from the rates which you have just mentioned 
here now, and allowing yourself a return on that 
cost of transmission, and you would have the com- 
petitive price that you would be able to pay at the 
porder? 

MR. MERRIAM: That does not necessarily 
follow. 

Q. Well, will you explain why it does 
nov, Nr. Merriam’? 

MR, MERRIAM: Mrs Strauss ie im -chargs<of 
our pate "Section and’ I will swing 1t over to hin. 

MR. STRAUSS: I think we have to under- 
stand what these zones are and where they are located 
to appreciate this problem. Northern fundamentally 
has a conglomerate of zones all at different prices; 
starting from the south end of our system we have 
zone 1, and we move progressively northward through 
the States and come into zones 2 and 3, and then 
we move into some proposed zones which are beyond the 
extremities of zone 3, which are zones B and C. 

Now, the gas that comes in from Canada would come in 
reverse order; the gas would be sold in zone C, 

progressively southward into zone B and progressively 
southward in Southern Minnesota in zone 3. So that 
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investment we have to look at the various zones 
where this gas is ee GO. Land, Some. of acs 
destination, We have to look not only at the 
Pavessin Zone and Zone B,.\but. in» zone.3.) We 

have some other things to consider, and one is 

that we have some offsetting factors, and that is 
the cost of constructing facilities from the border 
into these market areas versus costs that would be 
required to build facilities from Texas to these 
areas. 

Q. Yes? 

MR. STRAUSS : So, with that explanation, 
L Just wanted to point out vou have to lock ab the 
Coste “in these other zones. 

Q. Would you agree with me, Mr. Strauss, 
that. Corton yy ipoarer ving at the price you were 
prepared to pay at the Canadian border, you would 
not look to see how much it was going to cost you 
to move gas from Texas to merely zone 1 where you 
would have no intention of taking the Canadian gas? 


MR. STRAUSS: Tl aprea, 
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Ge Now then, it has been suggested 
to me that the price which Mid-West is proposing 
to pay to Trans-Canada is not based on the competi - 
tive price in the area where the gas would physically 
go but at a point a great deal south of that point 
in the system, Is that correct? 

MR, STRAUSS: I don't think I am going 
to venture an opinion on just what the price Mid- 
Western arrived at,iwhat the basis of it was. 

QO. Have you heard the suggestion that 
PE have Jost Due “to: Sou? 

MR. STRAUSS: I have heard these two 
Suggestions: one, that the price on the Mid-Western 
system has been geared, looking to the markets in 
Chicago; and two, that perhaps the form of the rate 
had been designed originally for competition with 
Northern zone rates, 

Q. That is, your own rates? 

MRE .BRAUSS: Yes, particularly the 
figure supplied in the original form of rates. 

Since then they have changed that two or three times. 
Those are the things I have heard, 

Q. These proposed rates in Zone C 
which were given to us a few minutes ago: what 
would they result in in a price per Mcf on, say, 

a Oper: cent boad factor? 
MR. GAGNE: I have them before me at 


75 per cent doad factor. That would be 39.4 cents, 
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ana (5 Der cent annual load factor. 

Q And that would be something more 
at a 70 per cent load factor? 

MR, GAGNE: lightly more, yes, sir, 

Qh What point on the international 
border would be: the nearest point to your Zone C, 
this 90-mile distance? 

MR, STRAUSS: Emerson, 

Gye Emerson? 

Mi JOT RAUSS: VeosVSaiEs 

ae How much, from your experience, 
Me. ptrauss, would it cost you, having regard to 
construction costs today and allowing yourself a 
return of 64 per cent, how much would it cost you 
to transmit gas that 90 miles? 

MR. STRAUSS: I followed the proceedings 
here by reading the transcript, I noticed that 
the price per 100 miles is averaging between 13 
cents and 2 cents for large volumes of gas. af 
certainly accept that figure. 


fe) You would accept that figure? 


MR, MERRIAM: You should, however, bear 
in mind that except for small volumes of gas that 
would be used at that point you would have to add 
the cost for getting the gas to the western market. 
I am in sympathy with your program but I want to 


be sure the facts are straight. 


Qe well, assuming you were able to get, 
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from the Canadian market, the quantities that you 
contemplated in your original proposal of 1954, 
how far, physically, would you move that quantity 
of gas in your system, how far south, tn miles? 

MR, MERRIAM: From Emerson into our 
system’ as wevhad it calculated at that time, is 
approximately 400 miles. As i “recall it. there 
is somewhere between 30 and 40 million feet between 
Emerson and Minneapolis, so you would siphon off 
this volume as you went down and the balance would 
go into our system for commingling with other gas. 

Oe That was the scneme then? 

MR, MERRIAM: Yes, 

Q. But with your proposed expansion, 
you would have the gas coming in at a point 90 
mikes and, from your study of the market in this 
proposed expansion area, how far would you be 
transporting that gas before it would be physically 
in the distributing company's hands? 

MR. MERRIAM: Well, it: would be spread 
Ores Actually, the first market would be down 
between Emerson and Grand Forks, which is the point 
we have in hand, and there are some markets between 
there, some minor markets between there; then some 
would go off there, some in Grand Forks and some 
at Fargo and various other points on the route and, 
gut of 100 million,you would have 70 or so million 


feet that would go all the way. 
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Now, we could take most of that gas -- 
I am getting into Mr, Strauss! PLeie a ALES pre, 
but I will risk it -- we would have to do some re- 
vision in our proposed line to Grand Forks to in- 
crease the size of that line from about between 
Fargo and Grand Forks, but not by any tremendous 
amount, as I recall it. 

hy Doeorrecct in that, Mr, Strauss? 

MR. STRAUSS: Yes, sir, 

MR, MERRIAM: You would not have a great 
investment in order to get that gas into our system 
from Grand Forks, south. 

@; Well, let us come back, again: 
having regard to the prices you have mentioned to 
us; having regard to the distance that you would 
move this gas physically; having regard to the cost 
of transmission the 100 miles to put it into your 
system from the border, would it be fair to say 
that you could afford to pay somewhere in the 
neighbourhood of 32, 33 cents per Mcf? 

MR, MERRIAM: I don't know that I ought 
to guess with you on that. le would be delighted, 
if anybody was interested in selling us gas at the 
border, to make our calculations and see what would 
be justified before the Federal Power Commission 
in supporting the price. 

Q. Well, I would suggest, Mr. Merriam, 


that you make the calculations and that you submit 
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them to the’ Commission.:* 

MR, MERRIAM: We would be glad to do 
that. | 

I did have some points with respect to 
some of those schedules and, at the appropriate time, 
I would like to touch on them, 

Q. ADA I would like -- well, all 
rveht, You touch on the schedules now, the schedules 
to Exhibit C-27-2, and tell us anything you want to 
tell us, Mr. Merriam, because I was going to ask 
you one question regarding the main brief. 

MR, MERRIAM: Ves 2 With relation to 
Schedule B, there has been some discussion on the 
record here with respect to the extension or non- 
extension of the date in that contract and I would 
like to igo back over that and just touch very 
breber ily onvta. 

Im-oure contract’ with Western ‘Pipe Lines, 
which we executed in 1951 -- incidentally, we filed 
an application in 1952 with the Federal Power Com- 
mission to import that gas we proposed buying from 
Western Pipe Lines and that application was sub- 
sequently dismissed because Western Pipe Lines 
were not prepared to go forward, In that original 
contract with Western, there was no date set with 
“respect to any termination or right of termination 
in thetcontract. When we re-negotiated a contract 


with Trans-Canada in the fall of 1954 the clauses 
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which I read this morning were included in this 
contract, the dates we were quite reluctant to 
agree to because we Imew that in our appearances 
betore the Pederal Power Commission it was not 
realistically considered that the contract was 
Signed in September, that an application was going 
to be filed in October and that we could possibly 
have an order issued by the Commission before 
December 31, 1954, We only agreed to the 
December 31, 1954 date because the Trans-Canada 
people told-us.correctiy, that their permits 
from Alberta and from Ottawa both had the December 
31,. 1954 date in there and they did not want to 
leave any impression in Canada that they were not 
moving forward as vigorously and as fast as they 
could with respect to, perfecting their project. 
When the Federal Power Commission 
finally set a date for a hearing on the application 
by Trans-Canada Gas, the date was fixed as a day 
in January, LOB. Obviously, that meant that 
the December 31, 1954 date whereby either party 
might terminate, under certain circumstances, was 
not only unrealistic but completely inaccurate. 
Therefore, on December 13, as Shown in 
Schedule B, Mr. Tanner signed and sent to me a 
form of contract, a form of letter agreement by 
which the right to cancel the date by which either 


party might cancel was extended to April 30, 1955. 


a alan au 


seen mei 


ow 


i es oe f 


ae Te 


ck ate Wie esse 


‘ i dota ee Pew ake ay 


ANGUS, STONEHOUSE & CO. LTD, ens 
TORONTO, ONTARIO 


I called Mr. Tanner on the phone and told 
him that it was completely unrealistic, again, 
because if the ees only started in January 
we obviously were not going to get any kind of 
Order of the. Federal Power Commission by April, 30, 
1955, and again we were advised that the dates in 
the permits that Trans-Canada had in Canada had 
been extended to the April 30, 1955 date and that 
they just felt they could not go any farther than 
that. 

On December 30, 1954, I wrote to Mr, 
Tannen pohat., Wn respect. wo .this Apri. 30,;.1955 
date -- I would be glad to read the letter. Ge hs 
not very long. 

Qe Plamen ts 

MR, MERRIAM: Lies a Levpern: dated 
December 30, 1954, addressed to "Dear Eldon". 

"Tn accordance with our telephone 
"conversation, I am pleased to attach a copy 
"of the suggested amendment to the September 
"16, 1954 contract between our companies. 

"T hope that the paragraphs we have 
"added are acceptable to your company. Nes 
"seems to us that they are reasonable for both 
"narties and will put us in a much better 
"nosition before the Federal Power Commission. 

"Not having any Trans-Canada Pipe 


"Tine Limited stationery, I used Northern 
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“Natural Gas Company stationery for the sug- 
"gested form of agreement, which I trust is 
"satisfactory. 
Lit Giese Ln Batistactory form we 
“would appreciate it if you would sign one copy 
eno return We tome for-our files." 
ite Lemay vead vie atvachment also, which 
is a half a page document, which was attached to 
it; it is a letter from Northern Natural Gas Company 
to Trans-Canada, addressed to "Dear Mr, Tanner", 
"vith reference to the agreement dated 
"September 16, 1954 between inaadanede 
"Pipe Lines Limited and Northern Natural Gas 
"Company, this is to evidence our agreement 
"to amend said agreement by extending the 
"dates set forth in paragraph 20 thereof 
“from December 32, 1954 to April 30, 1955. 
"Trans-Canada agrees that if Northern 
"is delayed in securing the necessary permits 
"and authorizations referred to in said para- 
"eraph 20, by reason of Trans-Canada's delay 
"in supplying essential data, Trans-Canada 
"will not exercise its right under said para- 
"onaph 20 to terminate the agreement after 
"April 30, 1955 for such reasonable period of 
"time as may be appropriate under the circum- 
"stances. 


"Northern agrees that if Trans-Canada is 
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"delayed in securing the necessary permits 
"and authorizations referred to in said para- 
"eraph 20 by reason of Northern's Gelay a5 
"securing its permits and authorizations, 
"Northern will not exercise its right to ter- 
"minate the agreement after April 30, 1955 for 
"such reasonable period of time as may be 
"appropriate under the circumstances. 

"Except for the above amendment, said 
"agreement dated September 16, 1954 is and 
"shall remain in full force and effect as 
"written. 

"Tf the foregoing correctly reflects 
"vour understanding of our agreement, please 
"signify your agreement and approval by signing 
"the copy of this letter at the place designated 
"below and returning same to us." 

This agreement was not executed by either 
party but it was the basis of further telephonic 
conversations with Mr. Tanner, in which he objected 
to the language in the second paragraph that relates 
to delay in the supply of essential data. 

We, therefore, when we went to Washington 
for a hearing in January, changed some of the language 
in that second paragraph so that it read: 

"Delay in completing necessary agree- 

"ments and arrangements and obtaining neces- 


"sary permits." 
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That was a minor change to meet their 
point in respect of not being obliged to give 
all the information to the Federal Power Commis- 
sion that the Federal Power Commission might wish. 
This form of revised agreement was discussed in 
Washington with Mr, Tanner. The Trans-Canada 
people came down to Washington the week end before 
they were scheduled to go on the stand in our 
Federal Power Commission hearing. We spent most 
of the week end going over with their witnesses 
the status of the various Trans-Canada gas pur- 
chasing contracts, financing and other matters. 

On January 23rd, which was the last day 
of our discussion before the Trans-Canada people 
went cn the stand, at the end of our discussion 
Mr. Tanner and Mr. Justice Wolf, our Washington 
counsel, and I discussed again our proposal 
with respect to the amendment of the contract as 
compared with the December 13th suggested amendment. 
We pointed out again that it was obviously com- 
pletely inequitable and unfair that Trans-Canada 
be in a position to cancel its contract with 
Northern merely because Northern had not secured 
a permit from the Federal Power Commission, that 
our inability to secure such a permit was, in 
large measure, based upon Trans-Canada's not having 
completed its various projects, gas purchasing con- 


tracts, Alberta trunk line, financing anda the 
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other things involved, to the point where we might 
expect to get a permit from the Federal Power Com- 
Mission. 

We also said that, so far as Northern was 
concerned we felt it was equally inequitable for 
Northern to be in a position whereby it would take 
advantage of its own default that might possibly 
occur in the fvture if it, in turn, prevented Trans- 
Canada from obtaining Canadian permits through some 
default or failure on our part. This was dis- 
cussed at some lensth. 

During the course of the discussion Mr. 
Tanner again raised the point that Mr, Coates was 
in Ottawa at that very moment trying to work out 
some financing that would have Government support 
ana chat anyusine Opethis nature at all might be 
misunderstood in Ottawa as some backing up by 
Trans-Canada on its proposal to move forward. 

He said they just could not sign this kind 
of document and put it in the record at this point. 

On the other hand, i had not executed 
the December 13th letter at that time. a. Ser UL 
didn't see how Northern could execute the April 
30th date when we were appearing before the 
Federal Power Commission, where it was obvious, 
as we moved forward in the hearing, that Trans- 
Canada might very well have the opportunity to 


cancel its contract with Northern before the 
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hearing was even completed, 

Whatwwe finally agreed to with Mrs Tanner, 
as far as he was concerned ag bresident) ofeTrans- 
Canada, was that he would agree with Northern in 
the language of the December 30th letter which I 
read into the record, but that he Could uwnot 
formally execute such an agreement, 

On that basis I signed the December 13th 


letter, which is dated as of December 27, 1954, and 


that letter went into the record, 


ene hilag Ee Me ae 


= 


Lae ae 
Seah ae, 


abies 
bas kan 3 


ater 


Chea AG 


BR eee 


fsa te 
Seay ete 


us 


i i bie i a 
rae 
2 OB Ab ine or 
of Rie eG! A 
oe 
\ 5 
se. 
R 
| : 
f is 
0 
y 
| 
a: } 
u 
7 
i 
a a] 
J » 


ee 
2(60 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


In respect to the agreement with Mr, 
Tanner, as representative of Trans-Canada, Mr, 
Justin Wolf participated Puliy in he: dl ace. 
Sion, as we testify nere, Land vr. Dave TeKolste, 
who is in this room, was there for Northern 
Natural Gas but did not Participate an, the dis— 
cussion but sat through the entire discussion and 
is prepared to be sworn and testify here, if it 
is necessary, in respect to that action. 

Q. fdo not sonink 1t-13s) Me, Merriam, 
because the way I look at it is this: you may 
have every reason in the world to feel that some~ 
body sold you down the river, but I think you, 
probably, have been advised that when April 30 came 
and passed and that was all there was in writing, 
Trans~Canada had a legal right to serve the notice 
that they did, in fact, serve on June 3rd. You 
may have some cause of action arising out of what 
was done; that is another thing. But so far as 
this Commission is concerned, we are not a court 
of law. We have heard what you have to say about 
these things, What we are interested in is what 
Should be the policy in Canada as to permitting to 
exporting of gas, or if any regulations should be 
required as to price at the border, and what you 
have told us here today certainly is of relevance 
to..that. But, | think that 1s as far as-:I care to 
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MR, MERRIAM: We are thoroughly in 
accord with that,and I would like to make clear, 
again, that the aa that this was raised 
here is because of your question. We did not in- 
Ciuce, PGs our submission and did not propose to 
raise before this body whether or not we have a 
contract with Trans-Canada, whether they did us 
wrong, or whether they did -or did nov write to 
counsel. We just wanted to get this record 
straight because there is on this record other 
facts than the facts I have just stated now. 

Q. That is why I asked you the ques- 
tLon tt did, put Ido nob think LT wish te*pursue 
Lt any Turther. 

On page 1O°in your brief you mention ‘an 
agreement relating to Savanna Creek reserves with 
Westcoast and you state: " ... when the volumes 
available to Westcoast from sources in southern 
Alberta ..." 

Now, is it defined any more than that? 

MR. MERRIAM: Yes, IU 13° a poinv-apeut 
midway between Calgary and Edmonton. 

ero. 24 total “S00 miliven’ Cubte feet 
per day ...", and when you use the words "when 
the volumes available to Westcoast" do you mean 
that they have under contract and obtaining that 
amount of gas? 


MR. MERRIAM: Basically, yes. 
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Q, Men you-are in a position to pur- 
chase the next 200 million cubic feet per day? 

MR. MERRIAM* It. Ls an option. that cis 
B0Ou tor 5, years: 

Q. What did you contemplate doing with 
that gas if you are able to exercise the option? 

MR, MERRIAM: As you may know, we, 
through our interest in Savanna Creek, initially 
filed an application with the Alberta Conservation 
Board for a permit to export 300 million cubic feet 
of gas per day from Alberta with the Savanna Creek 
gas forming the nucleus to take that gas directly 
south to the Montana/Alberta and construct a pipe- 
line across the northern part of Montana and Dakota 
and then tie it into our pipeline in the Twin 
Cities area. We still think that is a sound pro- 
ject for Northern Natural to construct and we would, 
perhaps, at some time in the future apply for such 
an export permit in addition to such gas, if any, 
that is made available to us through Trans-Canada. 

What we had in mind here was that our 
gas supply position is excellent at this time, 
and if there was additional gas available over and 
above the other export requirements, we would ex- 
pect to go back and apply for an export project of 
our own. 

Q. Is your company in any way associated 


with Mr. Kayser's company? 
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MR. MERRIAM: It is not... By associated, 
you mean ownership-wise? 

Q. Yes. 

MR. MERRIAM: In the Permian Basin in 
Mexico and West Texas, we lease facilities from 
them and transport gas for them, but there is no 
corporate relationship. 


Mh BATTELLO s Aiieuricht, Me, Frawley. 


BY MR, FRAWLEY: 

Q. Mr. Merriam, I am going to avail 
myself of the fact that you, who are undoubtedly 
an important figure in the United States natural 
gas industry, are here today, and to get your views 
on some problems that are troubling me. 

First of all, you are producing some gas 
in Alberta. 

MR. MERRIAM: We have producing gas 
wells. There is no gas, actually, being produced 
for market. 

Q. They had to be capped because there 
is no market? 

MR. MERRIAM: Thatulserienu. 

Q. How much potential would you have, 
just in approximate figures? 

MR. MERRIAM: In Savanna Creek alone we 
have a 34 per cent interest and the proven reserves 


are talked of as something in the nature of 250 
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billion ecuble feet, probable and possible... The 
PESSCVes tare (talked of aoe wclivion feevyor gas 

in total. We also have some small amount of gas 

in the Pembina reserves where we have an oil produc- 
CLO. 

Q. Your production at the moment is 
largely Savanna Creek and Pembina? 

MR. MERRIAN: Presently, yes. 

Q. Have you ever seriously considered 
using Trans-Canada as a common carrier in transpor- 
ting your own gas down into your system? 

MR. MERRIAM: We have not considered them 
as a common carrier: as we try to think of all pos- 
Sibilitives, we haverthought of the possibility of 
iieLe (Pans norvino cur cas, iets: wader contract, 
CO a polnty ofvideliverymro as, ves, but we have nov 
discussed that with them. 

Q. That is quite a practical thing to 
ao? 

MR. MERRIAM: The common carrier is not 
especially practical in a natural gas pipeline, but 
transportation of gas for others, under certain 
limited circumstances, can be entirely practical. 

Q. Let me bring to your attention -- and 
I am sure you know all about it -- that The Consumers! 
Gas Company bring Louisiana gas to Ontario through 


the pipeline facilities of Tennessee Gas? 
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Q. Using Tennessee gas as a common 
Carrilereoritheiragas? 

MR. MERRIAM: Not as a common carrier; 
that is transportation by contract, 

Q. All right, it is in the terminology 
thatewevditiiernatliccvie) bite «They) aresa contract 
carrier rather then?’a common carrier. 

MR. MERRIAM: I think it is a better ex- 
pression. 

Q. That is the language they use for the 
highway transport industry, but I did not know they 
useritsfor.the «transmission gas industry. If it 
was pursued at all, you would pursue it along 
those lines with Trans-Canada, using them as a con- 
tractycarriicm to. sbringesyour gas from your fields 
in Alberta down into your system in the mid-western 
United States? 

MR. MERRIAM: Yes, if it were practical 
to work out. 

Q. How about amounts? Do you think 
you would have enough production from the Savanna 
Creek fields to supply gas in the same quantities 
that you were going to buy from Trans-Canada? 

MR. MERRIAM: Well, if there was 2 
trillion feet of gas in Savanna Creek in the even- 
tual proven reserves, our third of that would be 


something fairly close to the figure that was talked 


= | about with Trans-Canada originally. We only have 
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nd 
~ 
OV 
O) 


a one-third and it is committed, at the present 
bime;| to, Westcoast: Transmission, 

Q. I knew that, but I was assuming it 
would be possible to come to some arrangement 
with Westcoast. In view of your commitments, in a 
sense you do not have any gas at all to transport 
to your own system? 

MR. MERRIAM: Thay lserieonse, 

Q. But if that contract could be re- 
negotiated, or virtually breached, by common con- 
sent, do you think you would almost have as much 
Pasvor, perhaps, more gas than you originally had 
when you entered into the contract with Mr, Tanner? 

MR. MERRIAM: One=vhindsom 2 Vtriseiton 
is something less than a trillion -- more than a 
half. Buti therénispeomething else: if we go 
over to Grand Forks, as we propose to do in 

1958, build a 90-mile extension, it could mean some-~ 
thing tikes50 middion fest.a. day. So far 

as our own volume of gas in Savanna Creek, if it 

were not committed --- 

Q. Did you develop the Savanna Creek 
field as a leaseholder, or did you go in and buy 
an existing leaseholder out? 

MR. MERRIAM: We acquired an interest 
in the leaseholds along with Husky Oil and Gas 
Company and later on Phillips Petroleum Company was 


brought in, and we each have, roughly, a third 
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interest in the leaseholds with one or two minor 
additional partners. 

Q. I asked that question to learn the 
serious extent to which you were interested in 
developing Alberta gasfields. Have you taken any 
Crown land or leases from a leaseholder? 

MR, MERRIAM: If you are getting into the 
technicalities, let me turn it over to Mr. Barton. 

MR. BARTON: We have taken leases through- 
out Southern Alberta over the past 5 years. Those 
leases are located in Savanna Creek, in Pembina and 
in the Western Ho field. We have some large concen- 
trations in Southern Alberta. We have a concentra- 
tLOn southeast of the Turner Valley field, and one 
northeast of the Turner Valley field. 

Q. In other words, you are in Alberta 
seriously seeking natural gas? 

MR. BARTON: Yes, Sirs 

Q. And you have a large distribution 
system in the United States, and all I am suggest- 
ing is, why you did not marry those two things? 

MR. MERRIAM: I might add that we have 
four wells built in Savanna Creek at $1 million 
apiece and our 32 per cent runs up into a substan- 
Cis eure, 

Q. That indicates the seriousness of 
your intent. 


MR. MERRIAM: That was the intent of 
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My answer. 

Q. It could not be anyshing but pleasing 
TO ane. ) 

MR. MERRIAM: I think, eventually, we 
will tie the two systems together. We think it 
would be an economic advantage and would eeaatee 
an orderly process, of developing. of the Canadian 
reserves and our markets. 

Q. Down in the United States, does Nor- 
thern Natural Gas mostly produce or mostly purchase? 

MR. MERRIAM: Mostly purchase. We have 
IWOLtRLlilion of.cur owa reserves, ofa L2.miliiton 
total proven reserves. 

Q. What you might call the selling arm 
Of your business of Northern Natural is Peoples 
Natural Gas Division? 

MR. MERRIAM: -That is the retail division. 

Q. That is, when you sell to the ultimate 
consumer? 

MR, MERRIAM: That be ¢oOrrect. 

Q. VYouvcadso Sell to utilities chav, an 
turn, sell to the ultimate consumer? 

MR. MERRIAM: The bulk of our sales are 
to utility companies that sell to the consumer. 

Q. The bulk of your business is the gas 
that you sell to utilities. I also want to ask 
you if you had any experience in this sort of thing: 


do you have communities that are very closely -- 
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practically adjacent to some of your fields, which 
communities take the position that they should 

gev a better price, that they should pay less for 
the gas than your customers that are at the end, 
say, of your longest line and, if so, how do you 
treat those circumstances? 

MR, MERRIAM: In Southwest Kansas in the 
Hugoton field there are 15 or 16 communities where 
we have both distribution system and a gathering 
system, and the pipeline serving them started as a 
separate independent company and they do have lower 
wholesale town border rates than do the other areas, 
Now, of course, our system is all zoned. That 
area is one zone so far as the wholesale zone price 
is» concerned. 

Q. Who makes the zones? 

MR. MERRIAM: The Federal Power Commission 
makes the decision. 

Q. Does the Federal Power Commission 
apply a zone that is completely within the borders 
Oa otaves 

MR. MERRIAM: They have not used State 
lines primarily; they have used mostly a distance 
formula. 

Q. But the Federal Power Commission 
asserts the right to impose price zones throughout 
the territory which you serve? 


MR, MERRIAM: Yes, wherever gas moves 


ee ay’ ; ay ae on 
eas ~ a2 9h) es, ir i 
9 i= is ‘ cee 


i fs Paks. Po as : 
| Dis cet ‘38 ers ‘ght 


‘aoeene 


nea) “Ac Gem Se 
a, OK 


MS vo 12 ob Od. one 


i 


é x ne » 7 ke 
1. Oa Be eka ies eae aa nhs 
if : rs ate 
i K SH Mi Bee tn hi , Pre poe. ae 
™ | 
j =a eats S = a Oy sce ieee Leto J 
as Pao a 


+.) ‘onetbt ethan 


Sion ie SS Aas ne Receee : Sie? PASSE omesyt ae 27 apie ‘ 
} “ait toner ae te? BB tie cits ih iso voto 
: i ah Pies ‘ 
Y als Pe 
S ae 5 ame 
‘ a 4 
DML ar ec Nene eee 


“bay ont st 
a wad, <A 4 deer Aas 


oe ae Bi ah tod ae ay cs St ACS deme wigan nt ae 
. in oh pat ee SF + Fa ut <EMiide i" oe ar a ores on 2 ete Rs, 
; Da es fiat ae he er 
y 7G Shin) Made 4h Beale eee 13 Hrog rived wise ‘fb. 
* : 
w 2s ee ve 
: onl Pa pm - ‘ * 7 
om PAS pr pO NO » y 
| 
he Weeks oe oha saree é i 
= ‘ =) 
; : LISSA Tf a i: 
y a 
f 
: 
a 4 
Pay soy { 
q bite oy 
is : 
co . a% 
ba Sei < ia. Aiee hiceaes Yes rae 5 oH ‘py : 
pa aA .= al < Poy a ce 
LAS % & i nie 4 TS } vt ite aa" [ 
ae Bias en ca ae on 
at nit Does etd 
ay h, 
q 
bi ET ee 
« 
t. af a4 
at z a ylads 
ag +08 S 


. Seem ee 
RAAT Ae 


> | ; 43h dao | 


Sat ne 


5 Re ae rf i 3 


ny 
3 
a 


Enea 
see 


r d “Laws at TAvébe9 a sea ae 


a5 


Jeong Sodag cane ‘od Yt 
Yates packs 4 Bo, 
we wie Wong ato te 
ne See (ieee 
Bo <ovetsds. ) 


ANGUS, STONEHOUSE & CO. LTD. ero 
TORONTO, ONTARIO 


in interstate commerce. In the particular situa- 
Cron. Kererred “vo, there was 2 little nik of 
confusion as to jurisdiction, because the towns 
are all within the State of Kansas and our gas 
Supply is all within the State of Kansas, but the 
wells that deliver gas to the Kansas communities 
also move gas for interstate commerce. So far as 
the Federal Power Commission is concerned, it has 
taken jurisdiction over the wholesale town border 
price. 

Q. So far as the Federal Power Commis- 
Sion is concerned it has taken jurisdiction over 
the wholesale town border price. 

Mr, Merriam, you mean where you are down 
in the Hugoton field, Where “you ‘have a fLeld?+ where 
the consumer is within the borders of the State of 
Kansas, the utilities there have sought to have you 
give them a depressed price under what you would 
sell in interstate commerce? 

MR. MERRIAM: Deas sot fre Laved sceecne 
production of gas from the wellhead; it is related 
to the lower capacity lines involved in the branch 
lines serving communities, regardless of the 
prices paid in the fields, regardless of whether 
the gas is to go to local sources or for export 


eut oF the State. 
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Be Does the Kansas regulatory com- 
mission have anything to say with regard to the price 
which you pay in the field? 

MR, MERRIAM: They did have until about a 
month ago. The Kansas Corporation Commission 
established a minimum price for gas in the Kansas 
portion of the Huguton field. That minimum price 
regulation was knocked out recently by the United 
States Supreme Court. 

Q. I would like to get into the record 
just what are the facts there, because I think some 
time later, considerably later, it might be useful 
in certain representations that I might want to make 
to the Commission, 

I am calling your attention to the fact 
that, as reported in the "New York Times" of Tuesday, 
January 2lst last, there was a case involving the 
Cities Service Gas Company and the Kansas State 
Corporation Commission that came before the United 
States Supreme Court and, apparently, from this 
newspaper report, the Court disposed of the case in 
what the newspaper calls a one paragraph unsigned 
order on the 20th of January, 1958, in which judgment 
the Supreme Court cited two earlier natural gas 
decisions, Those two earlier natural gas de- 
cisions were Phillips Petroleum Company versus 
Wisconsin, which, I take it, was probably the case 


referred to in your brief -- I didn't make any note 
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Or thav, .0uL (L would like: to-Prind it, 

MR. MERRIAM: I am advised that is correct, 

MR, CHAMBERS: Page 13. 

MR, FRAWLEY: Qe YOu refer” to Fnidiips 
Versus Wisconsin, 347 U.S., 672, and that is the 
case that the Supreme Court referred to in the 
Cities Service case? 

MR, MERRIAM: Yes. 

Qe The other case they referred to 
was the Ponoma case, and I think that is spelled 

P-o-n-o-m-a, and that case is not further referred to, 

MR, MERRIAM: That is a similar Oklahoma 
case, Similar to the Kansas case, 

(Aad Yes, similar to the Kansas case 
and similar to the Phillips case? 

MR, MERRIAN: Well, it would be safer if 
you compared it to the Kansas case, 

Q. What L want co ¢et is, tne end re- 
sult, because apparently the effect of the Phillips 
case which is referred to and which, apparently, 
was adopted as the reasoning behind the case on 
January 20th, the Cities Service case, was that the 
Federal Power Commission has a right to regulate 
the maximum field price for sales that move into 
interstate commerce, 

Now, is that what the Federal Power Com- 
mission asserts, the right to regulate gas pur- 


chase contracts, so long as the gas covered moves 
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in interstate commerce? 

MR. MERRIAM: Well, let me. start back 4 
step further. The Natural Gas Act was passed by 
Congress in 1938. From the time it was passed 


until the Phillips decision, which was several years 


ago, the Federal Power Commission had taken literally 


the language of the Natural Gas Act, which said 
that the Federal Power Commission did not have 
jurisdiction over production. 

In the Phillips case, the United States 
Supreme Court overruled the Federal Power Commis- 
sion in that respect and said, "Yes, you do have 
jurisdiction, under the Natural Gas Act, referring 
to gas that is moving in interstate commerce," and 
when gas leaves the well, in the Phillips case, 
which was an outlet to a gasoline processing plant, 
the natural gas starts moving into interstate com- 
merce and then the Federal Power Commission has 
JuULrLSdL ection. 

The Federal Power Commission was not in 
agreement and still is not in agreement. It feels 
that it makes no sense that the Federal Power Com- 
mission, nationally, should regulate the price of 
gas from the wellhead. 

In spite of that, there have been some 
several attempted amendments to the Natural Gas Act 
to clarify that situation since that time and each 


time, for one reason or another, they have failed, 
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either failed passage or have been vetoed by the 
Bresident. 

There is still pending another attempt 
to amend the Natural Cas Act to put it back to where 
everybody thought it was before the Supreme Court 
ruled in. the Phillips case, 

The second case you referred to was the 
Oklahoma case, where they had, in Oklahoma, a 
minimum price that was established by the Oklahoma 
commission and supported by the Oklahoma State 
Supreme Court. That was a delivery, again, not 
at the wellhead but at some point in the processing 
which, at the moment, escapes me. 

The United States Supreme Court, in 
passing on that case, merely applied the Phillips 
case to the Oklahoma case and said that because 
gas is moving in interstate commerce the Federal 
Power Commission has jurisdiction, that the State 
has to leave the matter of interstate commerce to 
the Federal Power Commission with respect to the 
Natural Gas Act, 

Then, when they came to the Kansas decision, 
that was a field, not a wellhead case, and the pro- 
ducers in that case were trying to distinguish between 
the wellhead sale of the gas and one which was at 
some later stage, so the Supreme Court said it 
doesn't make any difference, in fact, whether it is 


wellhead or some other stage, the Oklahoma case 
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applies tnere. 

Oi I am much obliged to you, Mr. 
Merriam, for the very clear statement, if I may 
say so, which you have given us. 

oinee the 20th of January, when the 
Supreme Court made its latest pronouncement, has 
the Federal Power Commission attempted to regulate 
the wellhead price? 

MR, MERRIAM: Let me go back a littie 
further, again. After the Phillips decision was 
confirmed, the Federal Power Commission issued an 
order requiring all the producers who move gas in 
interstate commerce to file their gas sale con- 
tracts with the Federal Power Commission as tariffs 
and, with minor exceptions, that was done, and the 
Federal Power Commission accepted those contracts 
as the filed tariff which they approved, subject 
to this, that at any time they wanted to change it 
later, they could. 

Where there were State minimum price laws, 
the Federal Power Commission permitted the pro- 
ducers to file a sheet of paper which said that 
while the contract may be 8 cents, the minimum 
price provision is 11 cents, and you then col- 
lected the 11 cents, and the Federal Power Com- 
mission permitted that sheet of paper to go in 
effect as a tariff rate that the producers were 


entitled to charge the pipeline companies. 
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Now, since the Kansas decision, which, 
apparently, settled this thing with some finality -- 
although it has, I miier ee aiet been appealed -- the 
Federal Power Commission has not, so far as I have 
been advised, yet applied the Kansas minimum price 
action to the contracts of the producers on file 
for the sale of gas under Federal Power Commission 
JUPLSOLCECLOn. Nobody knows what they are going 
TO doe 


Pace coatim@s the. situation 2s £6 


Co 
€ 
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is there? 

MR, MERRIAM: That is today. 

Qe Now, coming to your own views about 
it, you do not favour the Federal Power Commission 
having anything to do with fixing the wellhead 
price? 

MR, MERRIAM: Nor does the Federal Power 
Commission think they should, They think it is 
completely unworkable. 

Q. Do you think any State regulatory 
commission should have anything to do with fixing 
the wellhead price? 

MR, MERRIAM: Well, I am a free com- 
petition man, myself. I think you are more apt 
to get a fair price for gas at the wellhead or 
near there when you allow the forces of competition 
to take play in the fixing of price. 


Q Precisely. I put it to you, Mr. 


Ye 


ca oe 


3a nat it S23 Beer! 
ey pha care! 
‘ 
‘ 4 
ys 
ne iz 


i WEEOD, GR, tes Rein | ebiorbe taut, © 
q A te ie é *) he | ee lee , 


r ee 
= wee ez 4 
cea ae ose Pe a 
aed cea Q ie e eR ae i 
= aoe | 
' 
; 
ne a a.) 
£ oF ome a. a) ‘ " 
i I F Ey eC $ H Sit aly i . J 
>) a i] h 
cay ie | a Bip ch Meare oe : : 
\ t a cf = ee tt Ro, 
e 
‘ | tf 
a ay tT. 
. ee Ae ry ¢ } 
¥ : a ee Nan ae Phe | <4 Patt ae A - 
3 : -¥ SOS ica ks LI PREGA s he tats % 
a5 is < 
me + chy ne 


mee site cg ie. nee . | 
\ j A qTayor, £354 ey be Jon. 96 ove at HG - 
Me carves Veni ot ast cube, SONNY MRS sag en ois 
i Sete Fer SUP aaEH ob ot suf tyes wes daoeai | a 
ae PEACE DIOR SAS SS r nag ane eeens ae pata J} ae ; 


~ | Sgodeg. he 


- y 4 

hu 3 ; ~ é ace a ee 

i ; “ : oe ae ae nn ny 
a 


a 

} 

7 
a s F ‘ Cj fm ve Fe deel » of} ~~ 2 Py A ; : - || 


a aie 5 ; J . D a 
me 4 wodh otea tamed! a} Oni 
A ee dgesset ese i” 
i 4 ia ; 


evad isoite A fee tamoo 


Thee BAN: 


REA 


3 


st eee : 
me us Baca ty 


aa, | Tesi "Ch 7 bietl/Lew eat. 


’ ree 

errs eae e beg ee - , 

REE the a kia RO eres eee Ee ce «81 
U a 


sient te eg ad Ceah ol pc ly 


to beeni for 


Ea eae 
fies POT Ley Be ee Ry ts eos er Dey Eee ar ae 
ati iiesined to esnag8 SAL BOE cE OR “cote ore} tRen 
peereg Bcc Minch a Ota) ae eos (hag ae Pde a 


2abrag %e o ainsi but ot Jena 


re 
2 
= 
2 


(as WY 6 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Merriam, that neither Federal agency nor a pro- 
vincial or State agency should have anything at all 
to do with fixing ona prices and it should be 
left to bargaining between buyer and seller, 

MR. MERRIAM: I might add we took the 
Kansas Commission right to the Supreme Court on 
that very point. 

Qe Do you agree with what I have just 
put to you as to what should be the proper situation? 

MR, MERRIAM: Nes 5 

Qe heave it. entirely to bargaining 
between the parties? 

MR, MERRIAM: Yea. 

THE ACTING CHAIRMAN: Mr. Frawley, we 
have problems to settle up in Canada, besides 
settling the problems of the United States, at the 
same time. 

MR, FRAWLEY: I am looking for some good 
precedents, because I don't want to ask this witness 
about his opinion of Canada. 

Thank you very much, 

THE ACTING CHAIRMAN: Mr, Merriam, I 
will relieve you from your oath now, you and your 
colleagues, but I will ask you a few questions and 
you are not under oath now. 

When Trans-Canada stopped playing ball 
with you, do you remember it happened at the same time 


that they got that steel, at the time delivery 
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was guaranteed by Tennessee Gas? Do you know 
about that deal in steel? 

MR. MERRIAM: I know what I have read. 
Other than that, I don't have any information. 

I do know -- and all I can talk about is 
from my own knowledge -- that on May 12th and 13th, 
which was the date when we first heard of the Trans- 
Canada-Tennessee negotiations having been as far 
along as they were, that is the first we heard about 


Eg 0 I don't know when the steel arrangement was 


THE ACTING CHATRMAN: Now, before we 
Guilt. could you tell us why Trans-Canada let you 
down, what happened? What do you suggest, with 
the pipeline going down to a certain point? I 
don't think you have a very good connection with 
them; you have one going out west, to the west 
coast, and you have the other one --- 

MR, MERRIAM: I repeat, we did not come 
here to cry over spilt milk. le have lost contracts 
before and we will do so again. 

THE ACTING CHAIRMAN: Mis ts aieuw Lor 
our own benefit, to get information and an impres- 
Sron, Coat. io Ale. 

MR. MERRIAM: We, frankly, have not been 
able to figure out why. The only reason Trans- 
Canada gave us, when I talked to Tanner and. Wa Ines 


was that Tennessee had a package deal, that the 
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package deal included the sale of gas by Tennessee 
to Trans-Canada at Niagara, and the purchase back 
at Niagara by TRC er ae from Trans-Canada, and 
that that was wrapped up in a bundle which was 


conditional upon the consumer sale being coupled 


with it. 
That is the only explanation I heard, 
THE ACTING CHAIRMAN: So what do you 
suggest for the future, to get your gas? ‘here 


are you going to get it? 

MR, MERRIAM: Well, when we started out 
in 1950, our’ first negotiations with Canadian Gulf 
to buy the Pincher Creek gas to take across the 
border and build our own line, our pipeline capacity 
was about 500 million to 600 million feet a day, 
epi Eien 200 mT ieasieet “capaclty, our gas re- 
serves at the time were 6 trillion cubic feet of 
prevensgas reserves. Thieytare now Le trillion 
cubicereét col iproven gas reserves. 

What I am saying is that we have kept 
in business and propose to keep in business and 
find gas where there are people willing to sell it 
to us at a price and on terms within which we can 
Duy 2Ue We have said, in the Federal Power 
Commission record, and I have said to Mr. Coates in 
his office in Toronto that whenever Trans-Canada 


is free to sell us gas at the border we are willing 
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to sit down with them and talk about buying it 
from them, 

We say that to anybody else in Canada 
who has gas for sale, that we are willing to talk 
with them and fit it in with our markets, which 
have by no means been satiated, by a long shot, 
as far as its ultimate capacity is concerned, 

This may not be appropriate, but the 
thing we have been trying to say to Trans-Canada 
is that if the Federal Power Commission will be 
the ones in the United States who will determine 
who can import Canadian gas to the extent that 
the Canadians choose to make that available for 
export from Canada, the Federal Power Commission 
will decide who will build the facilities and all 
the other matters related to it, including markets. 

We have stated to the Trans-Canada, 

"ve think you should keep yourself clear so that 

if the Federal Power Commission should decide 

that Northern Natural Gas Company or somebody 

else is the proper market in the United States for 
such Canadian gas as is available, that and the 
Canadian permits, you should keep yourselves open 
and free so that you are not precluded from dealing 
with others if your Mid-Western-Tennessee pro- 
posal falls by the wayside." 

THE ACTING CHAIRMAN: I think that is 


all, Mr. Pattillo, unless you have something else. 
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MR. PATTILLO: 


Chairman, 
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MR, COMMISSIONER HOWLAND: One question, 
please. You have been very generous with advice, 
be, Merriam, 

MR, MERRIAM: I hope I have not been too 
generous, 

MR. COMMISSIONER HOWLAND: Not buciet 
would like to get something from you on the matter 
of interruptible gas. Now, I am a novice even 
at the term but in the Trans-Canada brief to us 
the volume of interruptible gas was very high, 
about one-third of their total, Does this run 
as high with you? 

MR, MERRIAM: In our case about half 
of our total annual volume is the so-called 
interruptible industrial sales. If you have 
that last annual report of ours before you, :there 
is a chart which I think would be helpful in 
understanding the picture. Lt 2e-onm peaze 9. 

At least so far as our own company is concerned 
our gas sales to residential and other small 
volume users, you will note in the summer time 
that gets down as low as 200 million cubic feet 
per day whereas our capacity is 1 billion 200 
million cubic feet per day. And then looking at 
the uncoloured lines above, our capacity at the 
top, we could have sold almost 2 billion cubic 
feet a day of resales if we had not curtailed our 


industrial interruptible customers. Now, the 
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pipeline capacity is not built for interruptible 
Saeomingers DULLES for so-called firm sales which 
are largely house heating and commercial heating 
Wierewurey a Vreetl bem higher price.for as, That 
ts estimating. a 25 ‘per cent load factor.in our 
territory. If we sold any other gas that would 
mean our pipeline would be basically empty 75 per 
Gentuer the time: Therefore, we can sell off-peak 
industrial gas on an out-of-pocket cost basis, we 
eet vin sthe«cost of: eas in \the: field and to take 
eare of the compressor built to get it to market 
at a profit which would reduce the price which 
consumers would otherwise have to pay for gas. 

MR, COMMISSIONER HOWLAND: Are there 
any regulations from the Federal Power Commission 
regarding the placing of these off-peak loads? 

I do not want a technical answer, I want to know 
whether there has been a special consideration 
given this by the Federal Power Commission? 

MR, MERRIAM: The Federal Power Commis- 
sion, sexfar asthe sales for) resale, are, concerned, 
has complete jurisdiction over the interruptible 
sales under the provisions of the Natural Gas Act 
but they technically do not have jurisdiction over 
the price charged for interruptible sales when 
they are made directly to the consumer and not for 
resale to a utility who then turn around and resell 
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MR, COMMISSIONER HOWLAND: The direct 
sale is your company or the pipe line company to 
an industry? 

MR, MERRIAM: That is right, and we have 
a number of those situations. Technically they 
do not have jurisdiction over it but practically 
on the allocation of costs as firm and interruptible 
gas they do exercise a very considerable amount of 
control. 

As our coal friend sitting in the audience 
knows,the: coal interests in the United States try 
tO keep the allocation-of costs as high as possible 
For the intverruptible sales of gas in order to 
discourage that use which is a very large user of 
Coad. 

MR, COMMISSIONER HOWLAND: Well, we 
havea little coal gm Canada. I was not getting 
over to that, I was trying to understand the 
allocationof cost between the interruptible and 
the non-interruptible industrial from the point 
of view of the best realization of your natural 
resources in terms of gas. It is low priced gas 
Gervhidieuo aipine.and in my ignorance 1 was asking 
the question why you did that. I can understand 
now from your point of view. 

MR. MERRIAM: Yes, the ultimate consumer 
in our case might have to pay 50 per cent or 100 per 


cent more for gas than he would otherwise have tO 


pay. 
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THE ACTING CHAIRMAN: Mr, Chambers? 

MR. CHAMBERS: No, thank you, Mr. Chairman, 

THE ACTING CHAIRMAN: Mes Patel uo? 

Mi, LRATINEL LO: Nothing further, thank 
you, Mr. Chairman, 

THE ACTING CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: Nothing, thank you, Mr. 
Chairman, 

MR, MERRIAM: Lwish to,thank: you for 
the opportunity of letting us come and talk to 
you and I trust we have not taken too much of your 
time. 

THE ACTING CHAIRMAN: We thank you very 
much, I have your balance sheet here and I have 
nom had, 4n.-,opportunitiy to. look at iv ibuc £.do 
see a.very nice figure here, We will break now 
for, ten minutes’. 

May PALTILLG: After tme break, I sug- 
gest that we take up the submission of the Bailey 
Selburn O11 and Gas Company Limited and other 


companies who are independent producers. 


---A short recess. 
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THE ACTING CHAIRMAN: Mit mal 2 titel Tlic 
Mr. Chambers has something to say. 

MR, CHAMBERS: Mr. Chairman, I regret 
the oversight before we rose, but I have been 
authorized to inform the Commission on behalf of 
Northern that if there are any other witnesses or 
any other information which you feel may be of use, 
will you-call.on. us and we. widi. be, glad-to. comply? 

THE ACTING CHAIRMAN: Thank you very much, 
Mr, Chambers, 

MR, FRAWLEY: Mr, Chairman, before Mr. 
PattLilo begins,. I, would like to do something I 
have been forgetting to do all day. The solicitor 
for the Oil and Gas Conservation Board is engaged 
with the Board ata hearing in the City, and he asked 
me to put into the record the supplement to the sub- 
mission of the Oi1 and Gas Conservation Board made 
earlier in the proceedings. VOU. Wik pecadL .e hie. 
Chairman, that there were certain matters they were 
asked to prepare, and they have done so and put 
them into a booklet, and the booklet has been in 
the hands of the Commission and its staff for some 
days. At the moment I would merely like to intro- 
duce it into the record and give it an exhibit 
number. 
---EXHIBIT NO. C-27-3 Supplement to submission 


of Oil and Gas Conserva- 
tion Board of Alberta. 
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MRS PART LLCs Mr. Chairman, we have 
the submission of a group of independent producers, 
which I am suggesting be marked as Exhibit C-27-4., 
You will observe that the submission not only deals 
with the natural gas problem, but also deals with 
Ol and deals With the matter of taxation. I\have 
asked Mr, Bailey, as one of the members of the 
eroup, to confine the submission today to the intro- 
duction-of the natural gas problem and the con- 
clusions they have drawn that relate solely to 
natural gas, and I have suggested to him that we 
would have the group return before us when we come 
back at the end of April, and we,will be dealing 
With oll; to come back on that occasion and give 
the wrest of the brief. 

---EXHIBIT NO, C-27-4: Submission of Amurex Oil 
Co.> Bailey Selpurn Olt oe 
Gee Loh, 3° Bant ty Grd ed; 
Canadian Export Gas Ltd.; 
Canadian Husky Gil oLotd..; 
Canadian Superior Oil of 
California, btd.3 weme 
Exploration (Western) 
Limited; Great Plains De- 
velopment Company of Canada, 


Ltd.; Medallion Petroleums 
Limited. 


Fen Si iz aw eties ‘as 


i | Page" ail ; | t j 
Qo s-izdinet od 7A Som ae eee bie vate | 2 


—_ j 3 +? L % ; 3¢ ne e. meehoe “ re ye oea be. i ~ ¥ioet papell aay i 


/ ae neh . | ae | 
ae Set MS of betheenoy Svink’s fine eee feareme |) ae 


5 i) } 


? : i - aes: ae i i > . - e 
me anh Pade oo ated “rive by gubois edie eved Bloor 
At ie girtash ad Sw Ge? bab, Tastes: to Bae ems Sassen Y, 


ie Yih pie Wee reeetend Hb oad: cae dst sic 


5) a 
: bie semen il y ae niin’ ok ? Wy. 
be. UYsalyd srs te Peas sit 


ap Bee eo 7 
tit bieatetitka cial Pe cee eh an 


“4 : 


3) 
} 

+ 

; 

a) 

aha) f a in 

=ieP — a 
<TR = as | 
eit Jer t Pew, ey 
: as i rhy 
a tant 


i. od ary 
TT eA 
eh Hs re 


ah 


Bis 


Wie’, 


Mr. 


Mr. 


ee 


ANGUS, STONEHOUSE & CO. LTD. 


ATR 
TORONTO, ONTARIO c (88 


SUDMESSsLOn Of 


AMUREX OIL CO., BAILEY SELBURN 

OIL & GAS LTD., BANFF OIL LTD., 
CANADIAN EXPORT GAS LTD., 

CANADIAN HUSKY OIL LTD., CANADIAN 
SUPERIOR OIL OF CALIFORNIA, LTD., 
DOME EXPLORATION (WESTERN) LIMITED, 
GREAT PLAINS DEVELOPMENT COMPANY 
OF CANADA, LTD., MEDALLION PETRO- 
LEUMS LIMITED 


APPEARANCES : 


Vernon Van Sant, Jr.,.- Executive Vice- 
President, Amurex 
Oil Company. 


hoo. pale, - Vice-President & 
General Manager, 
Bailey Selburn Oil 
& Gas Ltd. 


W.H. Hohag, Jr. - President & General 
Manager, Banff Oil 
Ltd. 


A eae We Cle - President, Canadian 
Export Gas Ltd, 


Wilh. erowe ll - Vice-President, 
Exploration and Pro- 
duction, Canadian 
Husky Oil Ltd. 


fo selume yer - President, Canadian 
superior. O11 or 
Calitermni a s (ond. 


N.W. Niehols ~ Executive Vice-Presi- 
dent, Great Plains 
Development Company 
of Canada Ltd. 


E.A. Galvin - General Manager, 
Medallion Petroleums 
Limited. 
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Mine Are ries bie, Dalley, (2 wonter 10 
you would be kind enough to introduce to the Com- 
mission the group you have with you today, stating 


the name of the person and the company he repre- 
sents? 


MR. BALLEY: LOS Seite, 


Mr. Chairman, I would like to introduce, 
f1eso Ol ait. pu, Vernon Vai Sant, Jr., execurive 
vice-president of Amurex Oil Company. 

Me. W.H. Hohag, Jr., president and 
general manager of Banff Oil Limited. 

Mr. A.F. Beck, president of Canadian Ex- 
port Gas Limited. 

Mr. W.E. Powell, vice-president, explora- 
tion and production, Canadian Husky Oil Limited. 

Mr. A.E. Feldmeyer, president of Canadian 
Superior O11 of California Limited. 

Min, J.P. Gallagher, president and general 
manager of Dome Exploration (Western) Limited, who 
is unable to be with us today. 

Mr. N.W. Nichols, executive vice-president, 
Great Plains Development Company of Canada Limited. 

Mr, E.A. Galvin, general manager, Medallion 
Petroleums Limited. 

My name is A.G. Bailey, and I am vice- 
president and general manager of Bailey Selburn 
Ol] and: Gas: Limited. 


THE CHAIRMAN: You may now proceed, Mr. 
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Balley: 

MR. BAILEY: Mr, Chairman, I appear before 
you today as the eee eee for a group of indepen- 
dent producers, all of whom are members of the Canadian 
Petroleum Association and all of whom support the 
brief submitted by the Association. 

We feel that independent producers, as 
such, have certain problems and points of view 
(which were not dealt with in the Canadian Petroleum 
Association brief) and which will be of interest to 
the Commission. 

Hortithepunposes ‘of. this submission, an 
independeny producersa sone whrehn ds nef miner sige 
Migs camcegsin the sotaisworld industry. Thovghneic 
might even carry on an’ integrated operation from 
olliiedd, toreasolinespump, it fse"engaged in the ex- 
ploration for,,.and development of, oil and gas re- 
Serve sy] snd eras ones tineushing ditrerence, 
the independent depends upon the oil and gas resources 
of Canada forodie, tacemete -THIGRiS, Of Course mea 
contrast to the companies with operations or affilia- 
tions which are international in scope. 

Antdmbernattonaln:companywait 2c finds pro- 
duction restricted in one country, can draw more 
heavily from resources located elsewhere. We cannot 
do that. 

If reserves in one area or country appear 


insecure for political or military reasons, an 
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international company can produce its reserves 
faster in the area which is insecure, and retain 
its reserves in areas wae appear safer, We 
cannot do that. 

pince our area, of interest is here in 
Canada, we are more directly influenced by whatever 
DOLL CLES aremn ertecty in Canada. . Our economic and 
political interests are more closely identified 
with those of the provinces and the nation in which 
we do business. For this reason we feel that the 
views of the independent producers are of unique 
importance to the Commission. 

We propose to discuss some of the problems 
OL sune. O11 eno eas Undustry which are of urgent 
concern tO the public and to the seovernment of 
Canada, and particularly of Western Canada. We will 
discuss the part played by the independent producers, 
and will make recommendations under three different 
headings. 

Today, however, we will deal only with 
natural gas. 

As independent producers, we make decisions 
of a long term nature, but they must often be 
governed by short-term business considerations. 

For éxample, the decision to drill a well may in- 
volve us in obligations to drill many additional 
wells, The decision can only be justified on the 


assumption that our capital will be returned in a 
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reasonable time and that the production thereafter 
Will be fast enough and continue long enough to 
resultein a"savleraccory overall profit. In. the 
gas industry, we may sign contracts which commit 
our reserves for 25 years ahead, but until these 
contracts result in gas sales, we derive no revenue 
toward the repayment of our capital cost. 

In exploration, we do everything possible 
to spread our risks. Still, this can be done ade- 
quately only when capital is sufficient to maintain 
an active exploration program over an extended period 
Or imen + her law Of averages: Le tne vapp lecacion of 
Haree Thumbpers,. The resources of an invernational 
Company pernweue Le TOF conduct at program of “the “size 
and. duration which almost guarantees results. The 
independents,” taken-as a group, can do the same 
thing. But for any one independent company, the 
law lor “averages! is novwassurance of ‘success, 

The) search for oil and gas is a highly un- 
certain business, in which neither a major company 
nor an independent can be sure what lies beneath 
the ground. Oil and gas are where you find them, 
and all of us, major or independent, have a chance 
at success, even though the odds favour those with 
the. preater resources. 

Although he may share with the majors the 


risks of exploration, an independent producer must 


———— conduct himself differently. He endeavours to build 
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a foundation of producing assets which, while they 
are -depletine, pil return his capital within a 
few years and allow him sufficient funds to remain 
active in exploration. For any independent, each 
venture is of great importance. He cannot exist 
for long periods without revenue from production. 

In addition to the normal risks in our 
business, there are outside uncertainties more 
diffteult: to. deal with. For instance, changes in 
policies, or the actions of foreign governments are 
Ortenpunpredietabies, Thenclosing of the Suez 
Canal conferred a very temporary benefit on producers 
imb@anadaluaihe imposition of oll.impore quotas by 
therm ted. staves) could have the opposite effecr. 
When: faced with such abrupt changes, an international 
company can adapt itself more easily than we can. 

We do not for a moment suggest that the 
independent producer is seeking special considera- 
tions. We simply wish to leave the Commission with 
the impression that we are different. While we share with 
the major companies many of the same risks and uncer- 
tainties, we operate in many ways at a disadvantage. 
The disadvantages are further increased by some 
shortcomings in the Canadian capital market and 
in taxation policy because these bear more heavily 
upon the Canadian independent producers than upon 


international companies operating here. We will 


 — have some suggestions to make on this subject later 
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i OT Se ty, 

in spite of certain handicaps, the inde- 
pendent producers have played a leading role in 
the search for oil and gas in Western Canada. We 
have not been able to prepare accurate figures for 
the amount of money spent on preliminary explora- 
tion, in which the major companies have been more 
active than the independents, nor for expenditures 
on drilling. We have prepared a table showing the 
number ‘ol wildcat wells drilled: in each of “the 
Prairie Provinces in each year from 1949 to 1957. 
Every wildcat well, whether successful or not, pro- 
vides valuable information for the industry at 
large, ithe. bable when Tollows will @ive tne 
Commission a measure of the activity of the indepen- 
dente, and their commer bution to, developing? the orl 


and gas resources of Canada. 


(See next page for table) 
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These figures are derived from data in 
the yearbooks of The National O11 Scouts and DLand- 
men's Association and are true wildeats, in the 
Sense that extensions of existing fields, or new 
pay "disepveriesmdritled in such field areas, are 
howiline Juded: 

First, the figures show that, from the 
years 1949 to 1952, inclusive, approximately 60 
per cent of the wildcat wells were drilled by inde- 
pendents, 

Secondly, in the past nine years, over 45 
per cent of the wildcat wells were drilled by inde- 
pendents. 

The Commission will note that in the past 
two years there has been a sharp increase in wildcat 
drilling by independents in Saskatchewan. This re- 
flects the fact that the economics of oil production 
in Alberta have been less attractive. Alberta pro- 
duction, as a percentage of the productive capacity 
of the wells, has declined from 71 per cent in 1954 
Pose rperiscent Umw95/ and to only 45 per cent today. 
A chart of this relationship forms Appendix 1 of 
our submission. 

The fact that the independents, in the 
past nine years, have drilled almost half of all the 
wildcat wells in the Prairie Provinces, makes our 
point clear. The independents are a dynamic force 


in the development of Canada's petroleum resources. 


= 
“ge nen - - 
sa one: i bid uc 
, sy pat 


olan ete apa ‘he ie Sade 


ery 


reas anid hein’ ork ae ) 

Ree, a i iy a om | 
re is . tne ea 4 Aa 
F ohh y ‘aatiees veo aie 


a 


-o 7 
is 
A | 
|} 


m0 


oe 


“Ye oe 


fo died) ted’ 


, edriebaod | 


ate bs Se. Seplo: A 


Ly 


piSteatnaes, a . 


Sines vy so tee ane ae ie 2797 

The independent companies maintain this 
activity partly because they are smaller. They 
need not make recommendations to a distant committee 
and await approval. Ordinarily, they are more 
flexible. and probabiy faster to react to oppor- 
tunity. Similarly, because their funds are limited, 
they must have an active policy regarding acreage. 
They must acquire acreage where it is cheap, in areas 
not.iyev explored,’ ‘They usually test the acreage 
quickly lor sar a0 out--to others, in order to be 
free toomove on to new areas. These factors create 
activity which speeds up the whole process of 
exploration and discovery. 

The contribution made by the independents 
is direct and measurable, as we have shown, as well 
assindirect in stimudating the activity of others. 
With this background we will now discuss the natural 
gas phase of our business. 

NATURAL GAS: We would like now to 
furnish the Commission with some information re- 
garding natural gas. 

Our surplus gas is wanted and needed out- 
Side of Alberta. In recent weeks, the Commission 
has heard proposals which bear this out. Such 
proposals are usually referred to as plans for 
export, which is an unfortunate word, because it 
Suggests to many people that Canada will be deprived 


of a valuable resource. This is very far from the 
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truth, Export simply means movement of surplus 
Ras our of vhe Provinge or Alberta, either éast 
or west to other parts of Canada, or south to the 
Unpaved staves, in tact, if all the projects 
announced to date are brought to completion, in 
une order of 5O per cent of Canadian gas “will be 
moving to markets within Canada. 

A great deal of gas has been discovered 
incidental to the search for oil. Because there 
were limited markets for most of this gas, there 
has been little Incentive to develop it. ‘The nine 
independent producers represented here today have, 
between them, invested over eleht and one-nait 
Miliion dollars to drill gas’ wells which’ are now 
capped, and in addition, approximately five and one- 
hnadfemiliion dollapert on acquisition, rentals, and 
exploration in these areas, an aggregate of 14 
million dollars. Furthermore, we must make more 
expenditures of the same type, tie up more money, 
in order to prevent some of our leases and permits 
from expiring. We submit that the total locked-in 
capital of both the majors and the independents 
has reached a startling figure. Worse than that, 
reserves which have been committed under contract 
can be said to be declining in value when export 
permits are not issued. 

If money can earn six per cent, the pre- 


sent worth of our developed gas in the ground 


ened kG ue ete Scalin’ ia ae Ma 


ui 


‘ o ; 
x \ 
= 
fe > Aa +t + 'y sire t t a 
a ) Tint OT Shit et rt , 
aA ac 
' ; ; vs a i, 
<a id plas cm © e woe £. z oy bow} 2 
J a 5H SB be SMITE  OSe 20 re! soy 
; ad 
P oY + 2s eae ‘ay ; 
4 Pe hi om bs pee PE fe ceed age 
‘ ie 


Tet pagobotg Probmuqeias | 
iV 2 se Teevel » MSHI iene 


$A Disb oF aisites aoLbibe 


» iy 
ee 
eons 


é i 
wip lTob, no fi fle isd) Be 
il | 
b : at r a 
" Oo af nolteayolans 4. 7 
1 sal . i 


f v . i 
nj. {Sus lieb alii ine 


at To wens toneqne 


1S VE Seven: of ebro ate 


ate ey - ; Pim 
eft Finda. al QOL TER aliainll 
Neath oe 


eo ame ees iit og 40 tat tqeo. 


ti ai geubige ati ‘badoeet at 


. 
ae 
+ aeRO, 


housed goa” 


rent PO emis 
foe roMoy 4 


a Be 


at oo 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


falls by 8/lOths of a cent per 1,000 cubic feet 
for every yearn that production is \ delermed.. During 
the period that our gas reserves are lying idle, 
the provinces are deprived of royalty revenue, and 
many people here in Canada are deprived of gas. 

thewGovernnents of pAlbertai is. fulay gusti- 
fied in ensuring that its people have adequate 
reserves available for their future use before mar- 
kets outside the Province can be served. But the 
amount of the reserves available, surplus to the 
Provincial needsye can: besvery much influenced by. 
government policy. 

Even though there was little incentive to 
expdored Lonucas, moner proven, reserves ofmAlperta,, 
as» measured iby the Oil and Gas Conservation Board, 
have jumped from 4.7 trillion cubic feet in 1950 to 
eiecerdiid onseupie? feet today. 

A ‘policy isi hardly realistic which fails 
to recognize that an incentive to search for gas 
would lead to large scale exploration and greater 
gas reserves. In this connection, the Commission 
may welcome some guidance in the interpretation of 
the figures: for pas reserves. 

A consideration of natural gas reserves 
Caribe divided into 

(a) ‘Art estimate of proved reserves»of fields 
or areas, restricted conservatively to the stage 


of development drilling which such fields have 
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reached, 

(bo) Probable reserves capable of being 
devedepedaby further drijijine inesuchyfbeldsvor 
areas, and 

(c) Reserves in areas yet to be discovered, 

A number of estimates in the first cate- 
gory have been presented before this Commission and 
Some long term guesstimates for the Province of 
Alberta have been advanced by the Board and by the 
Canadian Petroleum Association in the third category. 
The proved reserves appear consistent and reasonable 
and show a marked similarity when alloance is made 
for minor differences in the bases of the estimates. 
We would like to make some comparisons which illus- 
trate what these figures can mean in the light of 
the near term drilling, which would follow the 
incentive provided by the assurance of expanded 
markets. 

Until the authorization of an export permit 
to Trans-Canada Pipe Lines was granted on May 10, 1954 
there was no concrete assurance of any expanded 
high load factor market for natural gas. In spite 
of this, the entire initial requirements of Trans- 
Canada, surplus to provincial needs, had been proved 
at the time the permit was granted. 

Let us look at an example of four fields 
which are closely associated geographically and 


geologically. As at December 31, 1951 they were 
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allotted proved reserves of 128 billion cubic 
feet (BCF) by the Board -- today the figure is 
627 BCF -- nearly five times as large. It is 
Interesting "co Mote that these fields, namely, 
Kessler, Oyen, Provost and Sibbald, are alr “con- 
tracted for early sale of gas to Trans-Canada. 

In June, 1953 these fields were classified as be- 
yong economic reach and this, we submit, illus- 
trates the fast changing position of many such 


discovered reserves, 
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Let us look at a further example of 
reserve increases in nine fields, (Beaverhill Lake, 
Calgary, Carbon, Harmattan-Hlkton, Minnehik-Buck 
lake, wavanne Creek, Westerose South, Westlock, and 
Wimborne),in no way linked with the dedicated res- 
erves tor Trans-Canada's needs. These nine fields, 
essentially undeveloped in mid-1955 (four wells or 
less in any field), were estimated by the Board as 
at June 30, 1955 to have total disposable reserves 
Olpoee Ur. ss au January 1, 1958, “only 30 months 
later, they were estimated to have 3,488 BCF, nearly 
six times as large. The majority of these fields 
are as yet not delineated, These nine fields are 
a reasonable cross-section of areas which include 
Variable quality and character of reserves, diff- 
PCulLvy OL Access, Variable depth and difficulty of 
dE ii onc uaere Ore... Verbable Gnvestmenlt. 

In the Board's estimates for January l, 
1958 are included 65 areas, cach of which have four 
wells or less and no market. The recoverable, dis- 
posable reserves attributed to such areas are 4,357 
BCF or about 20 per cent of all reserves for Alberta. 
These are estimated on the limited control of a 
hotel or 130 welloondnri led, im tne areac, wore -aver= 
age of 2 wells per area. 

Within the 65 areas are Foothills discov- 
eries, discoveries in the deeper part of the basin 
and also discoveries in relatively shallow horizons 
(Lovett, Sarcee and Waterton in the foothills - 
Carson Creek, Crossfield, and Parkland in the deeper 
basin ~ and Rochester, Countess, Wayne, and Turin 


as shallow horizon areas), similar in setting and 
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characteristics to the nine fields whose growth to 
date, has.been, allustrated. 


eS emphatically predict that this growth 
Grend wild continiesand. that it, is realistic to vis- 
voneieee in the near future, a several-fold increase 
inevie) pPeesent Yeslimates ol these sixty-five areas, 
as well as substantial growth in the development of 
many of the remaining areas included in the Board's 
estimates. As to new discoveries, we offer one very 
current illustration in the Panther River well -- 

in the mountains 63 miles northwest of Calgary -- 
still drilling. and having tested a reported 7.2 


million cubic feet per day from a new productive 


HOPriTzZon. 


A great. majority of increases to the present 


have been accomplished without assurance of a near 
term market and complementary return on investment. 
They have been restricted and minimized in an atmos- 
phere which has certainly fallen short of being 
stimulating and at times has been contradictory. 
In such an atmosphere of uncertainty, past growth 
in the aggregate should not be used as a means of 
realistically estimating the trend of future growth 
given adequate markets. It is bound to be unreal- 
istically lowe. théesreserve figures. compiled, by. the 
Board over the years to date, and used in projecting 
future growth trend, illustrate only the ultra- 
conservative future growth which will occur in spite 
of.the fact of no assured near term markets. 

We further predict that, given the assur- 
ance of high load factor markets for gas, presently 


available reserves, plus additional development of 
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demonstrated potential of the Western Provinces, will 
provide tune supply being sought for available markets 
today as well as take care of Canada's needs. 

Having stated that surplus reserves existing 
now and in the near future justify immediate exp- 
ansion of the area being served by Alberta gas, there 
remain certain points which we would like to make to 
reinforce our view and to show that export will 
serve the public interest. 

First, we-can now sell our gas, @ situa-~ 
tion which miaght not necessarily be true at, all 
times. um ther Pubures. 

Secondly, with healthy competition amongst 
gas purchasers we can obtain favourable prices for 
Ou Sec.) win the Unmiedvotates, old. contracts ,with= 
Out escalator and other clauses in the 1930s, have 
been expiring. » Instead of a field price of 4¢-5¢ per 
thousand cubic feet which made gas such a cheap fuel 
in the inflationary decades of the 1940's and early 
1950's, new contracts are being written at 15¢-20¢ 
and 22¢. Costspof construction, exploration and dev=- 
elopment are rising, so let us be quite clear that 
phe trend oF Bas’ prices: ist upwards 

Perhaps the only way in which Canadian 
domestic consumers can be protected over the long 
run against some of the imvact of rising gas prices, 
is by participating in an arrangement whereby local 
and export markets are combined, in such a way that 
maximum economies of production and transmission are 
possible. The long-distance purchaser who must 


present areas, plus new discoveries from the amply 
buy large volumes on a high load factor renders a 
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double service. In assisting in financing a wide- 
spread system, he makes it possible for cities, towns, 
and hamlets in the gathering area to obtain ready 
access to gas supplies. Such a gathering system could 
never be financed if it were dependent on local 
markets only. In paying at predictable, rising and 
adequate prices, the long distrance volume consumer 
lowers the average cost ‘of gas to local users below 
what it would be if the local markets only were 

being served. 

We have prepared for the Commission an 
example or “the importance of a high load’ factor in 
making gas available at low prices. Using actual 
figures tori the City of Lioydminster, we show that 
Doom xte tence OL Meliveries in the area," witinetieir 
year around use of gas at a high load factor, makes 
gas cheaper for the residents of Lloydminster than 
it would’ be if purchases by the refineries: were re- 
moved. This example is illustrated in detail and is 
Submitted’ as Hxhioit 1. %In summary, the existence 
of a “aie load factor throughput permits gas tvorbe 
delivered at a price of 18.3¢ per thousand. If the 
pipeline served the City of Lloydminster market only, 
wit wpe low oad fector, the unit price would me 
about 36¢ per thousand. The present arrangement will 
save consumers in this relatively small city about 
$50,000 per year. This situation will prevail to 
a greater or lesser extent in other areas. 

One overriding consideration in favour of 
gas export is the business recession which we are 
facing. We have already shown that, if oil markets 


are not expanded, the independent producers in part- 
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1CuULEr atic. che industry in general will be forced 

POP CUrvel. OVP explorations: and bie. economy of 
Western Canada will suffer. Combined with the effect 
Ol @ dcclune In general business, the impact could be 
Very sertous, ‘On the other hand, markets for gas 
will help provide the petroleum industry with the 
revenues it needs to keep on developing the nation's 
resournees. Moréover, gas export will pive consider- 
able employment during the pipeline construction 
Derlo0d, will kee prise pipe mills busy, and will 
Stimulate the whole Canadian economy. When the Gov- 
ernment of Canada is operating at a deficit to create 
eployment., surely Nuge projects like thas, financed 
by "privave “enverprise, smould be Encouraged. 

We want to be clearly and firmly on record 
in favour of immediate approval of expanded markets 
for gas. We have shown that gas reserves, when pre- 
dictable allowance for expected future development 
and CiscOVerteo me Made ware, and will be,.“ample. 

We have shown that residents of Canada will not suffer, 
but will benefit from export. Provided the public 
interest is adequately safeguarded, we see no diff- 
LOuULtTLeS Insphetmecport of eas. “On the contrary, 

we see gas export and the economic activity that goes 
with it as a straightforward method of strengthening 
the Canadian economy in a difficult period. It will 
provide enduring national benefits as well. We feel 
that the Provincial and Federal governments should 


take early and positive action. 
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Me, wiateman, I think this might, 
perhaps, De “oul cr” context, but I think’ I should 
Say our final recommendation with regard to natural 
gas is that we urge immediate approval of expanded 
markets for our surplus natural gas with adequate 
protective measures for the Canadian people. I 
think that is all with regard to this part, Mr. 


Chairman. 


BY MAR. PATIIEGOR 

Q. Mr. Bailey, I will just ask my ques- 
tions of the group and you may decide amongst your- 
selves which one of you will answer. 

In consideration of the matter of the re- 
serves, and particularly the comments that you have 
made as to how the figures have altered so radically 
when extensive work was done in an area, have you 
attempted to make any assessment of what you would 
consider a realistic figure as to what might be 
anticipated in the way of trends? 

MR. BAILEY: We have not gone that far, 
ent. 

Q. You have not gone that far? 

MR. BAILEY: No. 

Q. The British American Oil have said 
that in their opinion if extensive work is done 
the trend of discoveries would go up to more than 


4 trillion a year. Do you think that’ ts" at all 


° ack rz vb Siesta 


ee 


Fal 8 


ce , 
ptitten ou! ieqrie mie, 


ie » et 
4 ae i 4 ‘i 
1 Pee BP hee ah ‘ 
: age be Sip bree —, y \ 
ie ie | Fi pie De aie, ih } IK. ot 8 
aii, 
Le ae S ; bo eae . 
t > - of ‘ey Ae 
Aid } et? : ce) . e are oy | 
\ 
is 


don eavisa 7 ey he 
oy . . \ { Ly ry 


piLg BAB ,aevesa “Fe 


wod ot ea SGRqr- ye . 


: ' { a¥ 
ovisnetys nem a. . 
D * it cn 
é | ion 
Bi: id 
: 


yan of bétgmetTs || 


Z8T B. ev Lenos. 1! 


a 


ANGUS, STONEHOUSE & CO. LTD. 2808 
TORONTO, ONTARIO 


Buccal, CULO MeL eure? 

MR. BAILEY: , I would say yes. 

Q. Now, you say at page ll: 

"In such an atmosphere of uncertainty, 

"past growth in the aggregate should not 

"pe used as a means of realistically 

"estimating the trend of future growth 

“given adequate markets. It is bound to 

"pe unrealistically low. The reserve 

"figures compiled by the Board over the 

"years to date, and used in projecting 

"future growth trend, illustrate only the 

“ultra conservative future growth which 

‘Will occur in “Spite of the fact of no 

"assured near term markets." 

Have you given any thought to what formula should 
be applied, in your opinion, in determining whether 
or not a permit to export gas should be granted? 

MR. BAILEY: You mean a formula taking 
into account the best discoveries and in some way 
developing 1t into en indication of a trend? 

Q. What I am thinking of 1s this: that 
at the present time both the Province and the 
Federal Government grant permits under certain con- 
ditions for export, and the Province has Deen en- 
deavouring to make certain that there are adequate 
reserves for a period of 30 years, adequate proved 


Preserves. Do you think that that formula should 
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be in any way changed? Should a permit only be 
granted when you can see as of the moment sufficient 
reserves proved up for a period of 30 years? 

Mis bALERY: . Oh, I see, I think perhaps 
Me. Nichots should answer this, 

MR. NICHOLS: No, I do not believe that 
thetic 8 realiguic: formula or a realistic basis. 
We have tried in this brief to give examples of the 
type of growth that has taken place under circum- 
stances where there really was no incentive to look 
for gas. In other words, gas was found because 
economics were, wood to look, for oil, 

MR. FRAWLEY: Could the witness raise his 


voice 2 bLT? 


6 | ia ees ae 


ay ‘anit metas, 


¥ Suc 


S@ Boge usygw eal 


2810 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


That Gas was never discovered as a by-product of 
an oil search and, once having been discovered, 
more was proved purely on the basis of commitment 
drilling in order to protect the property. There 
may have been further drilling because of the liquid 
content of the gas and they thought there was value 
in the drilling on that basis: ~- there has been 
little done because we were not assured of a market 
and the point we are trying to make here is that 
until the incentive exists to go out and develop 
and explore for gas with an assured market as, for 
example, we have had with crude oil which the 
proved reserves in consequence are bound to be 
restricted and limited compared to what they would 
bes so, if you take an estimate of the proved 
reserves from, say it was made in 1945, 1947 and 
1949 and so forth up to the present at intervals, 
and projected it into the future, it is bound to 
be a low figures because it is based on a com- 
pletely restricted atmosphere with no incentive. 
I do not know whether that is --- 

an teunderstand«thas, Mra Nichols, 
and I think you have made the point pretty well in 
your submission and I say so with respect but what 
I am seeking for is help for the Commission in 
recommending some formula that would be a realistic 
one in dealing with each application that may come 


before us. 
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MR. NICHOLS: Mr, Pattillo, I cannot 
suggest such a formula today. iL would. 0. so, faz 
as to say one could oe ee be derived by studies 
of areas where the incentive was provided and a 
study of the growth that had occurred in those areas 
might be a more realistic approach to it. We 
have not worked or attempted to derive one, 

If I might steal some thunder from the 
British American presentation yesterday, I noticed 
one interesting statistic in there and it was a 
very small amount of percentage development in 
Canada considering the potential of the area in re- 
lation to, for example, the United States and, 
perhaps, there are other areas that have received 
as dense a drilling pattern. 

@ I wish you gentlemen would give 
consideration to the matter. 

MR. POWELL: We wiliodo that, Mr, Pabeilio. 

MR. BECK: There is one point I would 
like to make, I think there has been, possibly, 
some justification for these amounts of reserves 
in so far as ib meant a financing of pipe lines.as 
such and they had to have the guarantee that these 
pipe lines would be paid out in the requisite amount 
of time. I think definitely that should not be 
applicable to any future reserves dedicated to 
that pipe line with the need for that backlog which 


the gas producer is losing might be much less since 
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the initial investment has been taken care of by 
The Trt CONnUraces. fA t is anew taney s 
agree there may be something for these long re- 
serves. Hom, MOU prepared to” say 20,° 30 or 50 
Meare: While there should be a requirement, I 
do not think we should get married to this 30-year 
number and I definitely feelany new reserves attracted 
for additional export over and above the ones that 
are now in force should, certainly, not demand that 
backlog that has-been initially put in. Vhat the 
formula would be, would be a matter of arithmetic 
and a matter of economics as to the amount of re- 
serves demanded and conseguent other factors which, 
of course, I am not prepared to give any data on. 

Is that, partially, what you were looking 
ror? 

Q. That is, partially, what I was 
Lo0okine’ for, I was just wondering if you gentlemen 
would like to give further consideration to the 
matter and see if you can make a recommendation to 
the Commission, 

MR, BAILEY: We would like to, very much, 

Q. HOCKING at page 12° or your=prier 
you make this observation: 

"Perhaps the only way in which Canadian 

"domestic consumers can be protected over the 
"long run against some of the impact of rising 


"oag prices, is by participating in an arrangement 
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"whereby local and export markets are combined, 

“in such a way that maximum economies of pro- 

"duction and Pi aiere Sion are possible, " 
Then, you go on and develop that. I was wondering, 
Mr, Bailey, if one of you would care to give some 
further expression cf :viciis sas to the thought hack 
of that statement. 

MR, NICHOLS: Perhaps I should “simply 

say the purpose of this being in here, this particular 
paragraph, or illustration -- we were primarily 
concerned to attempt to lead into a specific illus- 
tration of, and we hoped a clear one and an under- 
standable one, in which it would be demonstrated 
that high load factor market was advantageous to 
the domestic local consumer, Unless the domestic 


consumer or -- let me put it this way: if the 


route and prefers to get his supply of gas 
directly from some field through an individual 
transmission line, if he preferred to go that route 
it was going to cost him a lot more money for his 
gas. Whereas, the company of the high load factor 
of the transmission line system would bring him 
hiss gas) considerably” cheaper. I appreciate, 

in essence, that I have simply gone back over this 
whole thing and put it another way but I will try 
aeatimoa Ceemuchtistbhe mack. 


Q Is this what you are saying or 
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attempting to say: that you would consider it wrong 
VO,CeGn Cane Cervainirlelds for: certain local uses 
only and then not aeareeed to use those fields 

until such time as they are required for local 
purposes? 

MR. NICHOLS: Yes peisiiey I would consider 
that to be the case for two reasons. PVCS tyCieaL.. 
because it would be an impossible situation for the 
owner and producer of the equity interest in the 
field and, also, because it would result in a higher 
price of domestic gas to that very same owner, if 
yourwany tlolscarry ist torthat. extent, an his house. 

Q. Were you envisaging in that state- 
ment about high load factor that each person who 
came in here seeking an export permit whereby they 
proposed to take gas to California or Ontario or 
to the middle states would enter into a contract 
with the local utilities whereby they could acquire 
so much of their requirements from the exporter 
and have that as one of the terms of the permit? 

MR. NICHOLS: Mee Patel ive, Lado mot 
feel I am an expert in anything here and, certainly, 
I do not feel I am an expert in the gas transmission 
pipe line business or in buying it or transmitting 
itvandoserling it: hihave Toteconsidercd the 
matter beyond the point that, for example; if a 
36-inch transmission line came by a gas dealer's 


X miles from Calgary and then came by Calgary that 
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it would be a lot cheaper for them to bring a 
Iie seas nO NsLpnon it off in: Calgary than Lt 
would be for Calgary te go and build its own 
transmission line 

8 From the Carbon field? 

MR, NICHOLS: Dold now saythe Corben 
field. You are getting into a subject on which 
I cannot and do not appear as an expert. 

MR. BAILEY: I know we have a problem, 
i am a direetorjot Alberta Trunk Linerand, as*you 
are probably aware, we have a unique company in 
Alberta because the trunk line, actually, was set 
up to pick up gas as a huge gathering system and 
to deliver it. Our first customer, Trans-Canada, 
which is in the future, wanted us to deliver gas to 
the south and another pipe line -- one of the pro- 
blems we were concerned about, what do we do about 
towns that come up to us and say "We would like to 
get some gas". There was Sibbald, Oyen, and I 
have forgotten the name of the third one, that 
wanted to get gas. We felt that that was the 
function of the utility company. They finally 
went to Trans-Canada and made a very good deal to 
get gas for these three towns which, otherwise, 
they would not have gotten, I am sure, 

Q. You say on page 13, Mr. Bailey, 
that 'Provided the public interest is adequately 


safeguarded ---", It is quite clear from what 
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you gentlemen have said you are all satisfied that 
there are adequate supplies of gas and there should 
be: no: ditt ieubby: so ae as quantities are concerned 
in vsexporting gas. When you make that observation 
"Provided the public interest is adequately safe- 
guarded , excluding’ the question of quantity for 

the moment, what are your views as to the measures 
that should be taken to see that the public interest 
is safeguarded? 

MR. BAILEY: bhe pfirst part .otethat,<th 
would say, to go on with the general idea that the 
Alberta Government has pursued and which may have 
delayed export and that is, there should be some 
known fixed amount of gas that will be held back 
orp in reserve to meet our requirements here in 
Alberta. I think we have quite agreed now that 
Ghadar srobaply, skewalegood: thing. 

Thesvother factors; I.think, are where 
the public interest is protected as, for instance, 
in the other provinces, I believe tney have 
utility boards which can investigate the price 
being charged to the consumer, the rate charged 
by the transmission lines carrying the gas and, 
we had in mind some general overall authority 
that would be there protecting the prices and rates 
and quantities. I am sure that the same steps 

taken to see that the Canadian consumer 


is being taken care of would be taken to protect 
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the Alberta consumer. 

an Mp, Bailey, have you any views, 
you or any member of your group, as to whether 
there should be any formula as to the price received 
for gas being exported in Canada? 

MR, BAILEY: I think that would take 
some considerabie thought. We might be able to 
come up with something to answer it, but offhand 
I think it would not be possible, 

Qe I wisn you would give some considera- 
low GO Suhents In other words,whether, in your 
opinion, to get a market, the gas should be sold 
at less than cost, and whether if, not sold at less 
than cost there should be some limitation on the 
amount of profit. You see, in your conclusion 
you say, '"“e urge immediate approval of expanded 
markets for our surplus natural gas, with adequate 
protective measures for the Canadian people," I 
am sure the Commission would Taree to know what 
protective measures you have in mind. 

MR, BECK: We believe that to be a 
matter of physical as well as economic interest and 
that the public would be served by making large 
quantities of gas available which, otherwise might 
be uneconomical. It is conceivable, for example, 
Savanna Creek or East Calgary would, not in them- 
selves be produced and processed for local gas 


markets simply because the investments are large 
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the local consumption could not satisfy the economic 
Needatontandpand develop such a quantity of sour 

GaSe Vea. We feel that the interest of the 

people would be largely served by making these 

large volumes of gas available for export out of 

the. province: and.thereby making available to the 
People. thewexcess of. the cass to fill. the. needs of 

the community. 

ar Do you mean by that that if a producer 
Ls, Jucky,enough. to find a large field that is going 
to be expensive to produce he should be able to 
export his gas) and.cetv. a good price for it but if 

the producer discovered a nice dry gas field he 
should not ev vexryenuch, tor Lt but Just. sit and 

wait until Calgary wanted it or Edmonton? 

MR. GALVIN: Mo, the <ontrary, dry cas for 
exporting is at a premium because of the peaking not 
available in sour gas. uGas is not gas as such. «In the 
ground it comes in many forms. It comés as dry sweet 
gas, which has one use, one availability; it comes 
as sour gas which has another use and another kind 
of availability. IG endée up in: the cas tields 
as being the same but it does not start out in the 
eround, as being the same. There is a vast dif- 
ference in the nature of these gases and these 
problems should be considered as they affect the 


producer as to the investment and availability and 
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USE of his gas. Sweet dry gas is premium gas 
because it is available on short time and can meet 
peak loads. Sour gas is not high load factor 
gas because of processing and, therefore, has a 
@itterent “kind. of use) 4 use, perhaps, suitable 
fon export’ in’ large quantity. I do not suggest, 
however, that we should restrict the CkDOrG OL 
Sweet dry gas. 

Q. Now, Mr. Bailey, you have not 
made any comment here at all about the problem of 
the independent producer when he runs into sulphur, 
BEG seandothat “sontadt thine. WOouLd OU Care tO 
make any comment to the Commission? 

MR. GALVIN: Would you be more specific, 


Meg Palos, Lo? 


Q. One of the things we have been hearing 


about several times during this meerine We Ghatak 
may be that there is not as much gas as we are 
talking about available for export because in 
order to produce it we would be bringing on the 
market substantial quantities of sulphur, sub- 
stantial quantities of LPG and they might create 
avery great problem market-wise, and it might 
turn out it would not be economic to go ahead 
and produce the gas. 

Now, have you any views on that in so 
far as the independent operator and producer is 


concerned? 
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MR. GALVIN: It would be obvious in 


high export, you would have large quantities of 
material to dispose of; protane, butane and conden- 
sate and sulphur produced from the sour gas and, 
surely, these products would have to find a market. 
I do not think we understand what these markets 
would be but we know from experience in gas liquid 
markets, in the low residual gas sale markets from 
time to time there are surpluses, These are 
normal and exist in the gas sale markets. 

MR ee To ome. that. Vs no. more “ard2irri- 
cult problem than would be the risk that would apply 
when a producer finds a sour heavy grade of crude, 
He Has .dLriteulty finding a market for it but at 
seems to me it is part of the inherent risk of the 
business. If I might say so, we can get over- 
regulated and the same thing applies to this matter 
about the protective measures we could be asking 
LOL) I think, essentially, a lot of consideration 
might be given -- granted the amounts are here -- 
by the Utility Board to protect the general interest 
and to see there is no over-charging possible, We 
nay be harming the smaller producer by more intensive 
regulation than less of the so-called protective 
measures. 

MR, POWELL: re I mient- Justeanterprev 
your question: the effect on the independent pro- 


ducer is certainly more drastic than on the major 
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producer because it is going to involve huge 
expenditure Lor its and gas processing plants. 
We have a problem in our own company, we have 
both of these and we realize there is going to be 
a lot of sulphur stored and other products kept in the 
ground wnich would add to our cost and it does 
affect the smaller producers much more than it 
does a larger company. 

MR, NICHOLS: I would just like to say one 
Move Thing. in conmectio . with that and that te, 
historically these situations have arisen before. 
There s~nas been’ a fiood of sulphur ‘anda flood of 
distillate in relation to natural gas production, 
It is extremely difficult, in my vieéw, to decide 
in advance how they are going to be handled. Buc. 
historically, they have been handled and the matter 
has been smoothed out over a reasonable length of 
time so that I feel that the whole matter is being 
turned around backwards if we are concerned about 
the by-products of natural gas and want to leave 
the whole business in the ground because we are 
afraid the market might get a little soft. 

ae Mr.Bailey, you referred to an 
exhibit, Exhibit No. lac; thes top of page sis. we 
do not seem to have it in our copy. Are you keeping 
it for safekeeping? | 


MR, BAILEY: That was not our intention; 
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we have 75 copies here, 


Ms PAPTILLOy. Those are ali the questions 
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2823 
THE ACTING CHAIRMAN: Mr. Frawley? 
BY MR, FRAWLEY:: 
ee Me. Bailey, first on the question 


of reserves: I don't suppose you would mind if I read 
to you just one or two lines from the British American 
orier, I think that you people are advocating the 
same thing, and the language which British American 
used rather struck me; they say on page: 13: 
"We are, therefore, firmly of the opinion that 
"in determining the disposition of present re- 
"serves, future needs should be related to 
"notential growth in reserves." 
Then, On page 16 they say ita little differently: 
"Tt 18 ovum, contention, however, thatihitais 
"not realistic to ignore reserve growth 
“potential to meet long-term requirements and 
"to appraise the adequacy of reserves to meet 
"these requirements solely on the basis of 
"proven reserves. | 
Do you subscribe to that way of stating it? 
MR. BAILEY: veo 
Qe And that is the gist of what you are 
saying to the Commission yourselves? 
MR, BAILEY: That Lsori gnc. 
0. However, Mr. Bailey, just let us 


be very frank: am I to understand that the Conser- 


—____|| vation Board is in any way at fault in its reserves 


estimations? 
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MR, BAILEY: NO, sic, . thank D would 
like) to put it this way: I think the Board are 
quite proper, in view of the type of body they are, 
in being very conservative in thelr approach to 
the basis of their calculations for reserves. 

Q. I am told -- and perhaps I should 
say that I am told by the Board -- that they are 
very conscious of the importance of trends, which 
is another way of saying srowth potential, isn't 
it? 

MR. BAILEY: That. 2s right. 

Qe And you have found they are very 
conscious of that? 

MR. BATLEY: een 

Q. And I dare say you can rely on 
hem to use that as a factor when considering gas 
xport permits? 

MR, BAILEY: I would say so. 

Q. I was interested in what you said 
about supplying the towns of Oyen and Sibbald from 
Trans-Canada's pipe line. I was wondering --- 

MR. BAILEY: 1G is the trunk Jane. 

C, The trunk line? 

MR, BAILEY: res. 

Qe When the trunk line goes by in 


that area -- at the present time under what load 


factor is it transporting the gas? 


——__ MR. BAILEY: It is a relatively small 
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fine ena iam not qualified to say what load factor 

it is; but, 1t certainly would be a great deal higher than 
if the three towns themselves got together and had 

to put in their own transmission system. 

Q. I would think they would probably 
pemanle to do fu Si the Load Tactor at which they 
would be requiring to take it and the load factor at 
which it was passing by were not too different? 

MR. BAILEY: The load factor passing by 
was higher than they would be able to create them- 
selves? 

Q. well, one of the complaints we have 
heard here -- to get back to Calgary -- is, you have 
a fier load factor Mine coming from sour sas Tields 
Of Loe way CO, SayeeCatttornia, and that 1s no good 
to Calgary, who has to have it -- except on the 
infrequent occasions -- at, say, 40? 

Mri ert Lio s Doone think that 2s quace 
COrrec., 

MR. BAILEY: You are saying you have not 
got the capacity to meet the peaks? 

MR, FRAWLEY: GC, Yes, that a 70 load 
factor pipe line is a difficult thing to fit into 
their requirements. If I am wrong about that --- 

MR. BAILEY: I think you may be incorrect. 

‘Qe Well, correct me, please. 


MR. BAILEY: ell, as I understand it, a 


high load factor line -- first of all, if you have 
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got any unit of transportation, that you can double 
the load at practically the same cost, The more 
throughput you can set in the same diameter line, 
Ciewlece 20 wi) LU COStayOUsLo. Carry that as, “and, 
TAere Ores VouUrplnigh load factor means you are 
carrying a higher amount through the same diameter, 
and therefore your costs will be lower. LE. VOU 
had a high load factor line going past your town, 
and you could take gas out of it -- on a year-round 
basis it would be high -- but your year average 
cost would be much lower than on a low low load 
PAccOr ine., 

Qe Yes, but does it constitute a 
problem if the load factor at which you can take it 
and use it is considerably lower -- the difference 
between, say, 70-and 40? Ls enat«a problem? 

MR, BAILEY: NO psbedonit think 30. I 
think, it is a benefit. 

Ce And that is what you mean when 
you say on page 13, "We ae shown that residents 
of Canada. will not suffer, but will benefit from 
export"? 

MR, BALLEY: That. deselrel pa te 

Qe Because.or sche. facteyoumare sable 
to transmit it more cheaply, and you are telling me 
now the fact that the community needs it on a much 


lower load factor basis does not present any pro- 


blem? 
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MR, BAILEY: No, it does not. 

Qe I take it that it is quite basic 

to your presentation eee there must be an incentive 
for the development of our natural gas resources in 
this province, and that that incentive has not been 
present to date? 

Min DALEY: Not to a sufficiently 
niga desree., 

Q. Because of the lack of an export 
market? 

MR. BATLEY: iitat 1S) Geno. 

Q. Would you agree with me that the 
hack Or al exporu-polley has’ an itselt, contri- 
buted to a lack of development of our natural gas 
resources? 

MR. BADTLEY: Certainly. 

MR, PRAWLEY: Thank you, 

THE ACTING CHAIRMAN: Mr. Bailey, I want 
to thank you for your presentation. 

MR, BAILEY: Thank you, sir. 

THE ACTING CHAIRMAN: Moet Pat Grek so 
bone thar te ae ob pave. 

Me Pier TL : ell, we will adjourn 
now, Mr, Chairman, and we will be picking up to- 
morrow with the brief of Canadian Montana and also 
a short supplement from the Petroleum Association 
which will be read in. 


THE ACTING CHAIRMAN: We will adjourn 
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now until 9,45 tomorrow morning, 


---iwhereupon the hearing adjourned at 4.50 p.m. 
until 9.45 a.m. on Friday, February 28, 1958. 
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Friday, 
February 28, 1958, 


---On resuming at 9.45 a.m. 


~--Mr. Commissioner Levesque in the Chair, 


---The Chairman and Mr. Commissioner Cushing 
not present. 


THE ACTING CHAIRMAN: Gentlemen, we will 
now resume our hearing, starting with a supplemen- 
tary submission by the Canadian Petroleum Associa- 
tion. ir. Patterson? 

MR. PATTERSON: Mr. Chairman, just for 
a moment, before we call on Mr. Turner, in connection 
with some statements made yesterday by Mr, Bailey, 

I believe Mr, Layton has a correction to make. 

MR. LAYTON: Mr. Chairman, I would like 
to correct what might have been a wrong impression 
of the evidence of Mr. Bailey. You will recall that 
he was discussing the availability of gas to com- 
munities adjacent to lines of Alberta Trunk and 
Trans-Canada Pipe Lines. On page 2815 of the trans- 


mye what do we do 


cript he used these words: 
about towns that come up to us and say 'We would 
like to get some gas'. There was Sibbald, Oyen, 


and I have forgotten the name of the third-one, that 
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wanted to get gas. We felt that that was the 
function of the utility company. They finally 
went to Trans-Canada and made a very good deal to 
get gas for these three towns which, otherwise, 
they would not have gotten, I am sure." 

Again, on page 2824 of the transcript, 
when he was discussing the matter with Mr. Frawley, 
Mr. Frawley's question was: "I was interested 
in what you said about supplying the towns of Oyen 
and Sibbald from Trans-Canada's pipe line. I was 
wondering ---- 

UMR, BALLEY?""It is the trunk “Line. 

"QO; The trank line? 

‘WR, BAILEY: Yes. 

Now, the impression that might have been left was 
that either Trans-Cenada or Alberta Trunk, or both, 
propose to supply communities as distributors. That 
is not correct. My understanding of the situation 
with these three towns is that one of the local 
utility companies will apply for a franchise in the 
towns. They will then negotiate with Trans-Canada 
to see if Trans-Canada can make the gas available, 
If the gas is available it will then be transported 
by Alberta Trunk to the utility, who will distribute 
it to the towns. 

I just wanted to make that perfectly clear. 


THE ACTING CHAIRMAN: Thank you. 
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Supplementary Submission 


CANADIAN PETROLEUM ASSOCIATION 


APPEARANCES : 

Me, JON We “Proctor - General Manager 

Mr. Gordon A. Connell - Chairman of the 
Association's Reserves 
Committee 

Dr. George S. Hume - Geologist 

Me. Wiliiem DivStuar; = Sratvstielan 

Mey 54D. Turner - Association Solicitor 


MR. PATTERSON: Mr. Chairman, in response 
to certain questions that were asked of the Canadian 
Petroleum Association, they have prepared a supple- 
mentary submission and, also, a graph entitled "Canada's 
Drill Hine Ris Acwivity in 1955, 1956 and 1957". 

Mem. “Purnergethe Association solicitor, is 
here today and will introduce the gentleman who 
will read the supplementary submission. I would ask 
that the submission and the graph be marked as one 
exhibit, C-28-1. 

---EXHIBIT NO, C-28-1: Supplementary submission 
to the Royal Commission 
on Energy by the Canadian 
Petroleum Association and 
graph headed "Canada's 


Drilling Rig Activity in 
1955, 1956 and 1957". 
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MR. TURNER: Mr. Chairman, as Mr. 
Patterson has said, I am appearing again for the 
Petroleum Association in submitting this supple- 
mentary submission to the Royal Commission on 
Energy by the Canadian Petroleum Association. 

The gentlemen who are with me are: 

Mr. John W. Proctor, general manager of the Canad- 
ian Petroleum Association. 

Mr, Gordon A. Connell, who is chairman 
of the Associations! Reserves Committee. 

Dr. George S. Hume, who is one of our 
geologists on our special committee; and Mr. 

Wit llama cnuarnt, .<theswtesocbation's statietician. 

The first point deals with the breakdown 
Of gross addLtiions. of vprnoved recoverable. crudesoil 
and total liquid hydrocarbons. This point arose 
while Mr. Patterson was questioning Mr. Connell and 
he asked Mr. Connell if he would supply the Commis- 
sion with a percentage breakdown of the gross 
increase in crude oil reserves due to new discover- 
les as opposed to extension of reserves. That 
particular discussion took place at page 869 of 
the transcript. 

The first point is the breakdown of gross 
additions of proved recoverable crude oil and total 
liquid hydrocarbons. I will read from the submission. 
I believe you have a copy before you. 


Attached hereto is the information requested 
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by the Royal Commission on Energy relative to 

the percentage of the: gross additions of crude 

oil and total liquid hydrocarbons, as estimated by 
the Canadian Petroleum Association Reserves Commit- 
tee, which were attributable to revisions of pre- 
vious estimates and extensions to known fields. 

From the attached summary you will note 
Chateaduring: the years 1953 to 1957, inclusive, the 
major portion of the gross additions was attribu- 
table to revisions and extensions. The weighted 
average for crude oil during the last five years 
amounted to 81.4 per cent, and 79.9 per cent for 
the total liquid hydrocarbons during the same 
period. 

This information is indicative of what 
may be expected in additions to the gas reserves 
from presently discovered fields when markets 
for the gas are available to justify additional 
development of same. 

The following is a schedule showing the 
gross additions of (1) crude oil and (2) total 
liquid hydrocarbons, by year, and the percentages 
of these additions that were attributed to (a) 
revisions and extensions, and (b) discoveries of 


new fields and new poois in old fields. 


(Schedule on page 2834) 
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In this section of the Canadian Petro- 
leum Association brief, on page 3, dealing with 
possible gas reserves, it was stated with a high 
degree of confidence the ultimate amount of gas 
to be discovered in the western Canadian basin was 
SOOst Ji onmeubies Test, Upon questioning Dr. 

Hume, Mr. Frawley asked if it would be possible to 
tele the Commilssieom what) portion of the 300 trigizvon 
cubic feet might reasonably be expected to be found 
in, this Provinee, and this discussion took place on 
page 899 of the transcript. Dr. Hume answered: 
iTinde mote thinkawel oret imi eb posd tion to do. that: at 
the moment, but we will be very glad to come up with 
some sort of figure for Alberta", to which the 
Chairman, Mr. Borden, replied: it would be of great 
value to the Commission and the Commission would 
value very.much the judgment and opinion of our geo- 
logiecr from this. point, and the following discussion 
has been prepared by Dr. Hume, Dr. Irwin and Mr. 
Axford, who are members of our Special Committee. 

Possible Gas Reserves: In the brief pre- 
sented by the Canadian Petroleum Association to the 
Borden Royal Commission on Energy Resources, the 
possible gas reserves of the Western Canadian sedi- 
mentary basin were given as of the order of 300 
tell laom eubiet feet. 

Tt-igs obvious both on discovery experience 


and from the standpoint of the geology involved, 
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that certain parts of the basin are better prospec- 
ting territory than are other parts. Gas in large 
Volumes 12S not to be expected in Manitoba, ‘and 

iG is nighiy probable the amount to be founds in 
Saskatchewan will be rather limited in respect to 
Alberta. The prospects of the northeastern part of 
British Columbia are undoubtedly equally as good 

as those of any area of similar size along the foot- 
hills and adjoining plains in Alberta. Also the 
area in the Northwest Territories west of Slave 
River and south of Great Slave Lake and Mackenzie 
River west to the Liard River is very favourable, 
particularly southwest from the west end of Great 
Slave Lake. 

At the end of the war, Imperial Oil Limited 
undertook quite an extensive drilling programme in 
the Northwest Territories in the area largely north 
of Fort Wrigley and south of Fort Good Hope, 
Although the Norman Wells field occurs in this area, 
it has been demonstrated by 21 a holes drilled 
as wildcat wells in various areas, that the pros- 
pects are not ae good as originally belleved. ‘Far- 
ther north and west there is a very large area in 
the vicinity of the Peel River. ‘There is also 
large sedimentary area in the Yukon and in all this 
only one well (dry hole) has been drilled. This 
large area in the north and northwest is, there- 


fore, difficult to assess in relation to the remainder 
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of the basin, 

Although it is felt that the estimate 
of possible reserves of the order of 300 triton 
cubic feet, based on the western sedimentary basin 
as a whole, is sound, the breakdown into provinces 
becomes in a large eee amatter of judgment, 
taking into consideration the character and volume 
of the sediments involved in each. 

Such a breakdown might, according to the 


committee on possible reserves, be as follows: 


Manitoba and Saskatchewan B Crit on cubpLe rec. 
Alberta 150 trititon<cubic feet 
British Columbia 1D sel Levon cubic. feet 


Northwest Territories and 
Yukon FO trPiiivonvcubie-freet 


200 triivion cubie feet 

PE ecoula Dewonat the figure of 150 trilition 
eubic feet For Alberta and’ the figure of 75 trillion 
cuble feet for’ British Columbia are both somewhat 
high. A safer figure for the two combined might 
be 185 trillion cubic feet. Recently there has 
been a much greater recognition of the prospects 
of the foothills. Favourable structures within 
this area are difficult to find and costly to drill, 
and up to the present have received only moderate 
attention. It would be our judgment that the 
figure of "SO trillion -cuble feet for Alberta given 


to the Commission by the Oil and Gas Conservation 


y 
| i 
, oo 
¥ © 
- 
i! 
4 


f 

( 
\ 

wy. 
Dy 

i) 
J 
oe 
q 


bs 


xy ¥ 
I Se Pa 


—— 


‘ et 
Teer ae ope 


“Manites: ee 


ry 


» igte d » Guess 
’ 


Se 


ie 


+ RSE tea, 


seer yangasmibse ressRaMt Alt 
OM este see 
Sean ctor bo es) Les ae ae Ae © 


Stat eee ott 


oa) 


bel 


W- 


ee edo erat Ee nyioayehtones.odrt gabled 


AoE, 1 2 
aan be Sie p= 2 el 
Ee 


a 


So) . ete as ay bomaly i > vi o 
oe bay £ OW: x atrienttboe ont We 
ee te ears ay ie 
4 by 3 fia Winey! sae ohole oad 7 
epee Beet rele pag ct ES : 7 : 
Bead tee ela rae % ot . - f 
aM oT gt Od) geSv ees al igte BAT Me oe 
. +e “s ine 2% Bats ‘’ Sac . —. : 7 a . s : : . 
2 eh ra man eee a. Esscae ; . y i. : 


AVG, ra i 
“piwatigteaa® bes adotiaem of 


oe | 
i i 5 ; ; 
SO ’ | ¥, 
ae e 2 ore pe a 
Ce, ee ; m, ° 
= 21 ae root a 
i SESS ee i : 
a a et 5 j r 
“ay 7 | , 
: Roig n 8 sites : askvotiuszeT F ils Bae t 
PRPS ae ae 
LEERY fES \ pane il ‘ 


} a 
: Rep ‘er a i 
Peaer Sa } 
wri $ h. | 
Ryn ee oe i 
atagee : f 
eu - =) | | 
ae eae Bu 7 \ 
rer ‘ a 
: yer ae , 
a ul hy 
A nas = 4 ee 4 - == : a 
AEN De ie Rt Sale ay a3) sae 3 : a : 
eg Rare iS x ¢ F — 2 ie a ‘ - ioe i a 
- t PS CTI = im AI rC3 yr £ Boy its i us nee ara } / 
ea, Std ane ie ; 
oats mao Owd cae Sas raga f 


Ue a ea Rare 


ia) Witpetety! (aed Ben de EEL bead 00 Lact = 


2838 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Board, nassiwiteoastoreive Puli-ceonsideraticon to 
the prospects of the foothills, as fewer wells 
relative to the size of the area (excepting 

Turner Valley) have been drilled in the foothills 
tiene On, theWpi sins vit “is talso thought ‘that the 
WiLIMeabe yyrelacot cas T[romithewoothbhads wiht be 
correspondingly much greater per cubic mile of 
sediments than for the adjoining plains. With 
these facts in mind, therefore, we suggest that 80 
triilionneubie feetyfor Albertay as indicated by 
the Oil and Gas Conservation Board, is a minimum 
rivure, anduphateour ir veure ror V56atritiion cubic 
feet may be a maximum figure. Under these circum- 
stances possible reserves of at least 100 to 125 
trillion cubic feet for Alberta would be considered 
quite reasonable. 

That concludes our remarks with respect 
to those two matters, 

As Mr, Patterson has mentioned to you, 
we have in as an exhibit, this graph dealing with 
Canada's drilling activity for 1955, 1956 and 1957, 
and I would like to point out one thing to you, 

Sp liige 

You will notice that, for each year, the 
graph takes a decided dip in May, and that is ex- 
plained by the fact of the "road bad", when the 
roads are almost completely impassable and, there- 


fore, the rigs are immobilized. 
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There is one other point: when we put 
in our figures on crude oil, remaining crude re- 
serves, as of December 31, 1957 there was a small 
typographical error with respect to area 5 in 
Alberta, and 10 should be revised upwards. by LO 
mpelion ‘barrels of o1], which will result in 
440,745,000 barrels for that area. And, corres- 
pondingly, the total for Alberta will be revised 
upwards by 10 million barrels. and, similarly, the 
total Canadian crude remaining reserves will be 
revised upwards by 10 million barrels. 

Vie sere Lhe WS Iewe: Ue vedi, 

THE ACTING CHAIRMAN: Tren ovo. hie: 
Tyrer, 


Mr. Patterson? 
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MR, FPATTERSCN: I have no questions 
ATIEInNe Out of the Supplementary submission, Mr, 
Chairman, I wisn to thank the Association for 
following up the questions that we requested of 
them. 

MR, COMMISSIONER HOWLAND: Could I ask 
Dr, Hume what definition you are following here, 
is this producible or marketable --- 

MR. HUME: It would be the amount of 
gas that could be found in the basin if the basin 
was developed as a whole, 

MR. COMMISSIONER HOWLAND: But not 
necessarily the amount which could be marketed? 

MR. HUME: Not that could be marketed 
but the amount of gas before you extract the im- 
purities and so on. 

MR. COMMISSIONER HOWLAND: Thank you, 
doctor. 

MR, COMMISSIONER BRITNELL: Would that 
mean then that approximately 80 per cent of that 
figure might be looked upon as the amount ulti- 
mately recoverable? 

MR, HUME: That is about rPent. 

THE ACTING CHAIRMAN: That is all, thank 
you very much, 


We will now proceed with Canadian Montana 


Pipe Line Company. 
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Submission of 


CANADIAN MONTANA PIPE LINE COMPANY 


APPEARANCES: 


Mr. Ke 2.0 A.. MacLeod Counsel 


Mr, J. E. Corette President, Montana Power 


Co. Ltd; Vice President 
and General Manager, 
Canadian Montana Pipe 


Line Company and Canadian 


Montana Gas Company 


Mrs ohbois. stadier Manager, Gas Department, 


Canadian Montana Pipe 
Line Company 


Mr, Sam B. Chase Vice President and 
Counsel, Montana Power 
Company 


Me, WwW. da Ccoldiron Associate Counsel 


MR, PATTERSON: Me, Chairman, with regard 
to the submission of Canadian Montana Pipe Line 
Company, Mr. RK. E. A, Macleod, 9.C., is here and 
will introduce to the Commission the members of 
that company and the parent company who are here. 

I would ask that the submission be filed 


as Exhibit C-28-2., 


---EXHIBIT NO, C-28-2: Submission of Canadian 
Montana Pipe Line Company 
MR, MacLEOD: Mr. Chairman and gentlemen, 
the submission of the Canadian Montana Pipe Line 


Company will also include the operations of the 
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Canadian Montana Gas Company Limited and will be 
presented by Mr. J, E, Corette, who is president 

of the Montana Power Company Limited and Vice-President 
and General Manager of the Canadian Montana Pipe Line 
Company and Canadian Montana Gas Company. 

Me. Corette has with him Mr, L.. S. Stadler 
who is manager of the Gas Department of Canadian 
Montana Pipe Line Company. Me, Stadler will be 
avaialable to answer any cuestions. 

There is also Mr, Sam B. Chase, who is 
Vice-President and Counsel of Montana Power Company, 
and Associate Counsel Mr, W. H. Coldiron. 

THE ACTING CHAIRMAN: Thank you, Mr. 
MacLeod. 

MR. COREITE. Mr, Chairman and members 
of the Commission, first on behalf of our group I 
would like to express our appreciation for your 
kindness and consideration in arranging our appear- 
ance today instead of yesterday because we literally 
sat alongside an aeroplane in Butte, Montana, from 
Tuesday afternoon until one-thirty yesterday after- 
noon waiting for the snow to stop and the clouds 
to rise so we could make this presentation to you. 
We feel very guilty about the fact that it was 
causing you any inconvenience and we were very 
grateful for the consideration which you have 
shown us. 


In addition, we are appreciative of being 
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given the opportun*.ty to. appear and present to you 
all the facts in which you may be interested in 
connection with these two Canadian subsidiaries 

of the Montana Power Company and of the Montana 
Power Company's operations in Montana which are 
necessarily so interrelated to the operations of 
these two Canadian subsidiaries. 

vith your permission I might now proceed 
with the brief to a point where I would ask your 
permission to make some verbal additions to it 
on matters which appeared to me last evening to 
have greater importance than I previously thought 
they had. 

THE ACTING CHAIRMAN: Piease proceed, 
Me. ICorette. 

MR, CORETTE: Introduction: The brver 
being presented to your Commission has two separate 
and distinct parts in so far as our export of gas 
from Canada is concerned: 

First, it will deal with the export of gas 

to Montana from the Pakowki Lake region in 
the southeastern part of Alberta since 
February 1952 and in the future; and 

Second, with the proposed export of gas from 
a point on the southwestern border of Alberta 
under application of the Alberta and Southern 
Gas Co., Ltd., now pending before the Alberta 


Oil and Gas Conservation Board. 
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We understand that the essential data on 
gas reserves, facilities and other pertinent information 
relating to this second part are being submitted in 
CoG pire: or Aibertarand Southern Gas’ Cot, outa. It 
is our intention to supplement such information to 
the extent of confirming the existence of the con- 
tractual relationship between Canadian Montana Pipe 
Line Company and Alberta and Southern Gas Co., Ltd., 
and of showing the market requirements in Montana 
and necessity for the gas purchased from this 
source of supply. 

Alberta, British Columbia Relationships 
with Montana are friendly and mutually beneficial: 

The northern border of Montana, extending 
for more than 550 miles, adjoins the Provinces of 
Saskatchewan, Alberta and British Columbia. Past 
and present relationships between the Provinces 
and Montana have been both pleasant and mutually 
beneficial. Some examples of this inter-relation- 
ship are: 

Consolidated Mining and Smelting Company 
is currently importing to Trail, British 
Columbia, phosphate rock produced by its 
subsidiary Montana Phosphate Company at 
Garrison, Montana. 

The Simplot Company is shipping 


phosphate rock from its Montana operations to 


z= the Northwest Nitrochemical Plant at Medicine 
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Hat, Alberta. 

we are advised that North American 
Utilities Sooner ich: a Montreal organization, 
is investigating the economics of processing 
a Montana source of iron ore for shipment to 


and use in a steel plant operation in Alberta, 
During the period 1934 to 1937 when crude 
oil production in Alberta was inadequate, The 
Montana Power Company sold 1,181,000 barrels 
of erude.oil from its Cut Bank production to 
British American Oil Company in Alberta. 
last year when B, C, Electric Company was 
in need of additional electrical energy due 
to poor water conditions in British Columbia, 
The Montana Power Company supplied 81,640,000 
kilowatt hours, with a peak demand of 40,000 
KW, for a period of several months. 

If I could interject a word there: I might 
say that these sales by Montana Power Company first 
to British American Oil Company in the early 1930's 
and last fall to British Columbia Electric Company 
were of real financial benefit to our company. 

The products sold naturally were surplus to the 
requirements of our area and we were very apprecia- 
tive of the market;because of the financial and 
economic conditions at the time it was a particularly 
good example of the benefits which can come from 


this mutual relationship between Montana and the 
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adjoining Province in Canada, 

In the early 1930's we were just coming 
out of the depression and the oi] market in Canada 
was very important to us. This was terminated by 
the Canadians because of the development of your 
own resources here, As you know, there has been 
a rather serious business adjustment occurring in 
the United States. In the sales of electricity 
to British Columbia Electric Company last fall it 
was not only beneficial to British Columbia but 
the revenue vas also very beneficial to our company 
and, coming at a time when our business was off 
and our revenues somewhat reduced from our own 
activities in Montana. 

The towns of Coutts and Milk River, 

Alberta, remote from gas sources in the 
Province, have been receiving natural gas 
supplied from northern Montana fields, 

Canadian-Montana Pipe Line Company - 
Canadian-Montana Gas Company Limited: 

Canadian-Montana Pipe Line Company and 
Canadian-Montana Gas Company Limited are wholly- 
owned subsidiaries of The Montana Power Company. 
The Pipe Line Company owns and operates approxi- 
mately 18 miles of 16-inch transmission line ex- 
tending from a point near the Pendant d'Oreille, 
Alberta camp to a point of connection with The 


Montana Power Company system at the international 
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border. 

The Canadian-Montana Gas Company Limited 
owns and operates the production, gathering, de- 
hydration, compression and other operating properties 
in the Pendant d'Oreille, Manyberries, Smith Coulee, 
Black Butte and Comrey fields in the Pakowki Lake 
areas, This company holds leases and gas purchase 
rights on approximately 165,000 acres within the 
boundaries of these five fields. The gathering 
line system connecting 31 wells owned by the company 
and 4 wells of independent producers, consists of 
113 miles of lines ranging from 2-inch to 12-inch 
diameter. Other facilities owned include an 
1100 HP compressor station, measuring stations, 
dehydration units and two field camps at Pendant 
d'Oreille and Manyberries,. 

We have prepared for your special use here 
this map which you see on the easel and if I could 
point to it very briefly it might be helpful, 

On a small scale this is the so-called 
Pakowki Lake. These lines that you see in different 
directions are the gathering lines of Canadian 
Montana Gas Company which bring the gas to the main 
transmission lines and runs down through the border 
and at the border the transmission line is connec- 
ted with the transmission line of the Montana Power 
Company and brings the gas to Cutbank, Montana. 


Now, this map in effect is a map of Montana, of 
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Southern Saskatchewan, Alberta and British Columbia 
and the red lines in Mcatana show the main gas 
transmission clas So you will see it is a com- 
pletely interconnected system except for the small 
system in the Lewiston, Montana area. We buy gas 
from the whole northerly part of Montana in 
addition to this gas which is imported to Montana 
from the Pakowki Lake area. 

Practically all of the material required 
in the installation of the above-mentioned facilities 
has been purchased through Canadian suppliers and 
construction has been carried out through Canadian 
contractors. The employment of Canadian 
personnel, the purchase of materials and supplies 
in Canada, the payment of taxes, rentals and 
royalties are all of economic benefit to Canada, 

The operations of both of these companies 
in Alberta are effectively regulated by the Pro- 
vincial and Dominion Governments. 

Exhibit No. 1 shows the principal facilities 
of both of these companies and also the leased and 


contracted acreage in the Pakowki Lake area. 
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If you would turn to the back of the 
book and just look at the map, which has on it the 
red and yellow cover, it will show you the acreage 
which is owned or controlled by Canadian Montana 
Ges Company. “LE 2s the €irst. exhibit in the pack 
of the book, 

The Montana Power Company: The Montana 
Power Company is an independent public utility 
supplying electric energy, natural gas and other 
utility services in the State of Montana. The ser- 
vice and rates of The Montana Power Company are 
completely regulated within the State by the Montana 
Public Service Commission, The import of natural 
gas 1s subject to the jurisdiction of the Federal 
Power Commission. The Company serves electricity 
over most of the State of Montana in a service area 
having a population of 487,000. Electric service 
is supplied directly to 122,000 residential custo- 
mers and also to commercial, industrial and munici- 
pal users. 

Natural gas service has been supplied by 
the company in Montana since 1931. Natural gas is 
supplied in 50 cities and towns in Montana to over 
57,000 direct customers, of whom more than 50,000 
are domestic users. It also furnishes gas to in- 
dependent companies in three cities in which there 
are approximately 18,000 gas users. The population 


served with natural gas is approximately 250,000, 
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The natural gas system of The Montana 
Power Company is shown on Exhibit #2. 

Exhibit ge is very similar to the map 
which is on the easel here. 

This map also indicates by a dashed line 
the proposed connection between a point on the 
Alberta-Montana border and Cut Bank, Montana to 
implement the proposed gas purchase from Alberta 
and Southern Gas Co. Ltd. 

I might point that out on this large map 
here. The contract with Alberta and Southern pro- 
vides that the gas will be delivered through the 
Alberta grid trunk line to the Montana border and 
Montana Power would then have to build this line 
Which iis ln red, the broken line on this map. 

The Montana Power Company operates approxi- 
mately 1,180 miles of gas pipe lines, ranging in 
size from 4" to 20". The transmission system is 
completely inter-connected and integrated and ex- 
tends from the Alberta-Montana border to the Clark's 
Fork field in southern Montana. The gas imported 
from Alberta has been essential to supplement that 
produced from United States sources to supply all 
customers. 

The Montana Power Company is a long- 
established operating utility with extensive exper- 
ience in the electrical and natural gas fields. 


Additions to utility plant for the six years, 1952-1957, 
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including expenditures by subsidiaries in Alberta, 
amounted to approximately $78,000,000. Of this 
total $17,800,000, including the $10,000,000 pur- 
chase price for the Pakowki Lake reserves, has been 
invested in Alberta. The Company enjoys a fine 
financial reputation which enables it to plan 

and complete successfully any of the projects con- 
templated herein. Enclosed with this submission 
is a copy of The Montana Power Company's 1956 
Annual Report, which is the most recent available, 
summarizing the company operations. 

In our’ State we think our company is 
fairly large-sized but, when I compare it with 
trans-Canada or the Pacific Gas and Electric or 
Northern Gas Company, I realize we are very small 
fish-ain’ che’ pond. “Lamigcht say,7in plant account, 
customers, dollars invested, we are 10 per cent 
as large as Pacific Gas and Electric; but in spite 
of the fact that we are small, our service, of 
course, is vitally important to the quarter of a 
million people whom we serve with gas in the State 
of Montana. 

Alberta and Dominion Governments Issued 
Export Permits After Extensive Hearings: A review 
of occurrences leading to the export of gas into 
Montana from the Pakowki Lake area of Alberta will 
contribute to the better understanding of this 


submission. This export, currently in operation, 


Bef) kh 


aA an it 


4S <i RE sg a aon se ote 


aie sarc ee ee Nasea 


Tt 


EER OF tp poliems Wold ‘a reabdaes f Lolierd a 
a FS Hie ee: fia fee is Pe. 
See Sb ashen ‘eat vey Par NEES nesaooue efaiqned “Se 


agit ote : ca) 


git ee RE belnet One inet ater pedaiqne? 


Oot a Ge qae® daw “acvaeeseit oat" 40 ‘dos £ at 
i reerthvg inooet’ feo eae Be ‘Bode 5 oat taunod 
es ek mites engaos eas uit is itera ' 
Boa Sas Malt ew Siete S00 he 
Ce a ead 3% Her y nigpbes! pin t 
ei “a ae a, 2 2 } 
Sen wit Sol a BAe Ae shies wie. 4G SO hwo? 
“pa@uwiah aves ow Satine 1 eaaeneo” es® proietoM 
motios. die ££ ysa Siein 1 Bag one he mak ms 
Hod ‘Ot (ogee \Reteeval agerrot ‘puamOdedo. ' 
i | VER - ECE ee | ait ee re 
4k See <8 t4e5er Bas eap oLTlost an eptel BB 
Par ee ee a x See 
“umaée ings tate’ gas “ow Pads Joat one "TO: 
s os ae , i on Eup 
gta nedeaup Aad oF der tout vilezgiv ez erat) 
: ‘ ogee he =< ee 
ion ddiw eves ow moth sigoeq MOLES tm 


A Rae is re BREE : ae Fr "-Enbtccon soe 


; = 3 bs eS a hs ‘ 
Panadia eftisaasveo atti lad ond. s modi 

3 > ie aad 

. > we SS I gee : 

; a ES eS ee eee iy 

OE: tepabws ay tenses it” ge a3 20 es innéed grogxat } 
. Fie ae a men q 

: a2 24 


nc ok Aes, 


ey. 2 vot a" = ail Beis 
ea aa a) Gas Fes sitthe Sf spore 


- ea 


Wd ake h Barre: SEF 
| BTS ot Se Derg, ‘etohmy 
Pak highs Bt a 4s YLANSI dade ‘aan 
o ’ 


Lewes ie Tt i ny Ly : v, ; 
Lye LF aca om Gy SY Ve ea eT ke vr 


2852 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Was Inpolaced in Pebruary. 1952. 

Following the close of World War II, The 
Montana Power Company eis seriously concerned about 
the size of its then existing gas reserves. There 
was an urgent need to supplement its then available 
sources of supply necessary to meet the market re- 
quirements but all efforts to obtain additional 
reserves in Montana and Wyoming had met with little 
success. In 1949 the Company turned its attention 
to Alberta. 

MeCoLlHrontenac OL1l Cow, Dt. and the 
Union Oil Company of California had been exploring 
for petroleum and natural gas in the southeast corner 
of Alberta and had discovered an area which gave 
promise of developing commercial gas reserves. -iNo 
Canadian market existed for this gas; it appeared 
to be beyond economic reach of the local utilities, 
and accordingly, in 1949 Montana Power commenced 
negotiations to purchase this gas reserve and to 
continue the development. These negotiations cul- 
minated in the purchase by The Montana Power Company 
of lease rights in the Pakowki Lake area by an 
agreement dated June 14, 1950 (Exhibit #3 hereto), 
subsequently assigned to Canadian-Montana Gas Com- 
pany Limited. Changes have been made in the leased 
acreage subsequent to the date of said agreement 
due to other acquisitions and surrenders. 


An application for export to Montana of 
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the gas covered by the above-mentioned agreement 
was filed with the Alberta Petroleum and Natural 
Gas Conservation Board on August 2, 1950 in the 
mame of McColl Frontenarn O11 Co... Ltd. and Union 
Oil Company of California, who were jointly obli- 
gated under terms of the agreement to process an 
application for export. The application recited 
that if necessary authorizations were granted, the 
applicants agreed to assign their interests therein 
to The Montana Power Company, or a wholly-owned 
subsidiary. thereof. 

Additional information, in support, of this 
application was furnished the Petroleum and Natural 
Gas Conservation Board on October 11, 1950. 

On May 31, 1951 Canadian-Montana Pipe 
Line Company was incorporated by Act of Parliament, 
Chapt. 86 of the Acts of 1950-51, after hearings 
before the appropriate Government committees in 
Ottawa. This company was incorporated to own and 
operate the transmission line to the international 
border and to export the gas from Alberta to The 
Montana Power Company. The Canadian-Montana Gas 
Company Limited was incorporated September Lis 
1950 as an Alberta company to own the leases and 
operate the producing and gathering installations. 

The Alberta Petroleum and Natural Gas 
Conservation Board held joint hearings on the 


McColl-Union Oil Company application and the 
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applications of others during November and Decem-~ 
per, L95Oy On Jenuary 20, 195 ithe Board dented 
all applications because sufficient gas reserves 
Phormephetiruture needs of (the (Province had:not been 
established. At that time the Board found the 
reserves of the Province to be 4.7 trillion cubic 
Feev: 

The Korean War had started in June, 1950 
and by the spring of 1951 the production of stra- 
tegic metals was extremely important to the Allied 
war effort. The shortage of gas reserves available 
to The Montana Power Company dictated that serious 
considera vion be .civen to the curvtvabinent of Large 
industrialrcustomers: to permit continuation:of 
service to the residential and commercial consumers. 
The largest industrial customer was The Anaconda 
Company, a producer and refiner of non-ferrous 
metals. It was the decision of the Governments of 
both Canada and the United States that gas service 
should continue to this important metal supplier. 
On April 7, 1951 the Alberta Legislature passed the 
Gas Export Act, Chapter 36, Statutes of Alberta, 
LOS seauthorizine the issue of <the permit next 
mentioned. The Petroleum and Natural Gas Conser~ 
vation Board issued a gas export permit on June 
11, 1951. The permit was issued for a period of 
five years and authorized export of gas from three 


of the company's fields during this temporary period 
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solely for The Anaconda Company's requirements, 

Appearances were made during June, 1951 
before the Board of ae Commissioners of 
the Dominion of Canada and required data in respect 
of this export were furnished. Export from the 
Dominion for these special circumstances was author- 
ized by Order dated June 23, 1951. 

Application was immediately made to the 
Federal Power Commission of the United States for 
import approval, and after hearings in September and 
Oetober,- 1951, Presidential approval for, import 
was secured February 2, 1952 and the Federal Power 
Commission approval was secured February 5, 1952 
for import in conformance with the Canadian permits. 
Export commenced February /, 1952 under the permits. 

In ‘the, anterim the application for, gen- 
eral export was continued before the Petroleum and 
Natural Gas Conservation Board in December, 1951. 
The Board denied this and all other export requests 
on March 29, 1952 and found at that time that 
Alberta reserves had increased to 6.8 trillion 
cubic feet. The gas reserve trend continued to 
increase in Alberta, with the result that the 
Petroleum and Natural Gas Conservation Board found 
the gas requested to be exported to Montana to be 
surplus to the present and future needs of the 
Province and approved the application for general 


export of gas from the Pakowki Lake area to Montana. 
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The permit issued by the Alberta Government May 

14, 1954 provides for export from five fields in 

the Pakowki Lake area in annual quantities not to 
exceed 2Ocpii ion cuble feet and daily quantities 

not vo exceed 100 million cubic feet. The permit is 
for a period of 20 years. At the time the Alberta 
permit was issued the reserves in Alberta were deter- 
hdnec vo pe lil. > traitiion cuble feet.of gas. 

The company made application on July 14, 
1954 to the Federal Power Commission to amend its 
existing import order. Hearings were held before 
the Federal Power Commission in November, 1954 and 
January, 1955. The Federal Power Commission permit 
issued May 19, 1955. for ac term of years. identical 
to that authorized by Alberta. 

A license to export gas, under the condi- 
tions imposed by Alberta, issued from the Department 
of Trade and Commerce of the Dominion of Canada on 
September 2, 1955. The term of this license is 
five years from its date of issuance. 

I particularly point out that that is 5 
years as compared with 20 years in the Alberta 
permit and 20 years in the Federal Power Commission. 

Summary of Pakowki Area Export: To 
summarize the details of the preceding pages, the 
record shows that application for general export 
of gas to Montana was filed immediately after the 


execution of the agreement by which The Montana 
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Power Company was to acquire the Pakowki Lake 
properties and that an interim and temporary ex- 
port was permitted to the mutual benefit of 
Canada and the United States. Continuing appli- 
Cations -were: made Por general export of gas to 
supply The Montana Power Company's increasing mar- 
ket requirements. All applications of the company 
and others were denied until the Alberta Board was 
satisfied that the existing reserves in Alberta, 
together with the rate of discovery of new re- 
serves, had progressed to a point where it was 
established that this relatively small reserve 
located in a sparsely settled section of the Pro- 
Vance Was Surplus tov une present and Tuture needs 
of Alberta and of Eastern Canada. 

Gas Reserves: According to our most 
recent reserve estimate the gas supplies available 
to the company in the United States approximate 
274 billion cubic feet. Gas reserves estimated 
for Alberta fields now connected to the gathering 
system of Canadian-Montana Gas Company in the 
Pakowki Lake area approximate 261 billion cubic 
Leec, 

The gas now being exported to Montana 
is produced from the Pendant d'Oreille, Many- 
berries, Smith Coulee, Black Butte and Comrey 
fields as indicated on Exhibit #1. 


Markets and Supply of Gas: The total 
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demand for natural gas on The Montana Power Com- 
pany system during 1957 was about 34.5 billion 
CUDLS Tet, Of whlch Uae Seat. aie LO Di Vitor 
cubic Peet was supplied from Canada. Exhibit # 
Shows the annual market and supply forecast for 
the period 1957-1965, inclusive. 

nOu may Wish to turn tolbxhibis 4 inthe 
back of the book and to very briefly look at that 
enect, It is the very last sheet in the book, 
immediately inside the back cover, and it shows 
the annual markets, the anticipated supplies from 
U.S. sources, the anticipated use of the Pakowki 
Lake gas, the anticipated supply from the Alberta 
and Southern Company contract, and it shows that, 
beginning in 1963, we need additional gas to that 
which we already have commitments for, either from 
our own reserves or from Alberta and Southern or 
through other purchase contracts. 

The market estimate contemplates normal 
growth of the system at 3 per cent per year for all 
business, exclusive of major industrials. The com- 
pany recognizes, however, that there may be addi- 
tional growth in its industrial customers, that new 
industries may be established, and that additional 
areas may be served which will increase the system 


gas requirements above those shown in Exhibit #4. 
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Exhibit No. 4 also shows the anticipated 
sources of supply necessary to satisfy the estimated 
market. For purposes of this submission we have 
assumed favourable action on the application of 
Alberta and Southern Gas Co., Ltd.,, which will 
deliver us an Gavimated 10 billion .cubic..feet. ner 
year starting in 1961, and extension of the 
Dominion licence for export from the Pakowki Lake 
area. The important factor in Exhibit No. 4 is 
the amount of gas which will have to be obtained 
from unspecified sources starting in 1963. We 
feel that Alberta, because of its proximity to our 
service area, is a logical place to look for future 
supply. 

As shown by the findings of the O11 and 
Gas Conservation Board, the gas reserves of the 
Province are constantly being expanded as additional 
exploration and development takes place. The 
following table shows the trend of increase in gas 
reserves: 


Date of Board's 


Finding Reserve Found Increase 
January 1951 yor tril liom fee - 
March 1952 Oo i eel 
November 1953 Ties : : UO 
November 1955 15.6 ‘ ‘ AL 
January 1957 13.3 3 : Qk 


Increase in 6 years 13.6 
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Local Alberta requirements for gas service 
in the Pakowki Lake area have been satisfied. Rural 
customers adjacent to the gathering system shown 
in Exhibit No. 1, and the hamlet of Manyberries, 
Alberta, are presently being supplied with natural 
gas service by Canadian Montana Gas Company Limited, 

The Montana Power Company's largest gas 
customer is The Anaconda Company, with mines at 
Butte and smelter and refining operations at 
Anaconda, East Helena and Great Falls. Gas has 
been supplied to the Anaconda Company operations 
since 1931 when The Montana Power Company first 
entered into the natural gas business. 

MR. CORETTE: Mr. Chairman, and this is 
the point at which I would like to have the privi- 
lege of making some verbal statements in connection 
with the Anaconda matter. I would like to say 
in connection with that request, and as an intro- 
duction <cbo. 4,.ithrat (do, nok believe dl jreadiized 
untid last might when 4b vieited here that there 
was a serious question, apparently, in the minds 
of some newspaper people and some people who have 
made public statements about our gas service to 
the Anaconda Company and that it was a matter of 
some political consequence here. 

In view of that, it seems to me quite 
important that I give you all the facts in con- 


nection with that. Do I have that permission, 
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Mr, Chairman? 

THE ACTING CHAIRMAN: Les. 

Mies CORE TEs 1 WOULG Jive ito Eire, weray 
that I am completely satisfied that the statements 
made, woich.are critical of this situation are not 
made maliciously or with any intent to do harm but 
they are based on facts that existed many years ago 
and that the writers making these statements and 
the people making them may not be informed of the 
present facts and all the information that I will 
be able to present to you here today. 

The last statement of this type which I 
have read, said, and I quote: "No Canadian can 
be happy about gas being exported from Southern 
Alberta to a refinery across the line in Montana 
ab a OPLce which ts heseuthan similar: gas. 22s 
can be purchased in Alberta itself." 

I am certain that these and other state- 
ments of a somewhat similar nature have been based 
on facts that may have existed at the time this im- 
port began and that the people have not known the 
facts that exist at the present time and that have 
resulted, in part, from the export of Alberta gas 
by our company in 1951 when the export was approved, and 
the following facts existed: 

The Anaconda Company was and had for j 
twenty years been paying Montana Power Company 


124 cents per Mef for gas. It was comparable to 
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the situation that existed in the early days of 
gas development in Alberta. And, second, coal 
was available in Montana at the high price of about 
$4.80 per ton at the mine and today coal is avail- 
able in Montana from pit mining operations at 
$1 per ton, As a matter of fact, large quanti- 
tLeS -Of-it were offered to us for steam plant use 
only the day before yesterday at that figure. 
Primarily,'as a result of the importation 
of Canadian gas, the rate to Anaconda has been 
increased 108 per cent; from 124 cents to 26 cents 
DeERIIGH The rate to other industrial customers 
of our system has been increased, approximately, 
50 per cent from 174 to 274 cents and the rates 
to the residential and commercial customers 
have been increased by 32 per cent, 
In Alberta, I understand industrial 
rates for similar gas service -- by similar, I 
mean Similar to our service to Anaconda and to 
our other industrial customers -- are, approxi- 
matelyye26. cents; In other words, the Montana 
Power rate to Anaconda is 62% per cent more than 
the rate charged in the Calgary area for gas for 
industrial use. Montana Power Company retail 
ratesycwith' the’ 32-per cent»inerease, far exceed 
the rates for similar service in Calgary. For 
example, using the Montana Power Company average 


residential and commercial consumption and dividing 
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it by 12 to get a monthly figure, you get the follow- 
ing comparison: the average residential consump- 

tion would be 15 Mef per month. Montana Power's 
rate for that would be $9.56 which is 624 per 

cent higher than the rate for similar service of 
Canadian Western here at Calgary. Montana Power's 
commercial use averages 75 Mcf a month and the 

rate for that would be $5.88 which would be 

115 per cent higher than the rate for similar ser- 
vice here in Calgary. 

Another criticism has been that the 
Anaconda Company, by receiving Canadian gas at a 
low rate, gave an unfeir competitive advantage 
over comparable Canadian. industry. 

I do not want to minimize the importance 
to the Montana Power Company or to the Anaconda 
Company or to the people of Montana of Alberta 
gas. it is vitally important to all of them 
Tore reasons which PF “witli relate mercatter,. i 
might say, however, that the industrial operations 
in Montana, for almost 30 years now, have used 
industrial gas and everything has been built around 
that use and if they were to have to instal all 
the facilities necessary to use another fuel, you 
can see where it would be an economic burden, a 
great expense and a great inconvenience without 
regard to the relative cost of the two fuels and, 


consequently, that is an item of additional 
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importance, 

Now, without minimizing the real impor- 
tance to Montana Power ae the Anaconda Company 
and the reople of Montana of Alberta gas, I would 
like to address myself to this purely competitive 
situation that the sale by Montana Company to 
Anaconda at 26 cents of gas from Alberta could 
not possibly give Anaconda any competitive advantage 
over any Canadian mining company because, first, 
the cost of metals produced by Anaconda in 
Montana could be affected only slightly by the use 
of 26-cent gas instead of the use of other fuels. 
My personal estimate of the increase of cost on 
metals produced, if other fuels were used, is 
that it would be less than 17/100ths of one cent 
per pound or 1,7 mills per pound of metals produced. 
The pounds of metal produced in Montana would not 
be affected in any way by the use of natural gas 
at 26 cents as compared with the use of other 
available fuels because the very small increase 
in cost would be insufficient elther to increase 
or decrease the rate of production at any time. 

The price of copper or zine sold by the Anaconda 
Company would not be affected, THe Ss Dirce ae 
controlled by ‘world markets and national markets 
and would not be affected by any element of cost in 
the Montana operations and this element of cost, 


which is something less than 17/100ths of one per 
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cent per pound, would be so small that, I am sure, 
it could have no effect either on the amount pro- 
duced or on the existing market or the existing 
price and, consequently, could not have an 

adverse effect on mining or smelting or businesses 
of that nature either in Canada or in the United 
otates. 

I think all I am saying is, from the stand- 
point of production and price that the operation 
would carry on one way or the other without any 
change in the quantity produced. 

The United States sale of gas to Anaconda 
and other industrial customers is vitally important 
to the 250,000 people supplied by the Montana Power 
Company because of the elimination or reduction 
of sales to industry would reduce the load factor 
and would reduce the amount of gas going to 
Montana Power's facilities. This would greatly 
increase the amount which would have to be paid 
by residential and commercial customers. 

As I have said, the rates to these 
customers have already been increased by 32 per 
cent since Montana Power began the importation 
of Canadian gas and these rates are very much higher 
than similar rates in Alberta. 

Next, the percentage of Montana Power's 
total gas sales which goes to industry is about the 


average of the states in the United States, I have 
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prepared a tabulation which I thought might be of 
interest to you, This comes from Table 88 of 

the 1957 Gas Facts and it shows, by states, the 
percentage of gas that is sold to industry as com- 
pared to the percentage that is sold to residential 
and commercial customers. I have added to that 
table the percentage of total gas sales to industry 
as compared to total sales by Montana Power Company 
fornethnewwears 1956-1957: 

MR, COMMISSIONER HOWLAND: Does that 
include interruptible supplies and breakdown between 
interruptible and firm? 

MR. CORETTE: There is nothing in the 
Gas Facts book. It just shows the total sales 
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MR, PATTERSON: May we file that 
table: "Industrial Gas Sales as a Percentage 
orm iotal Dales yas Exhibi > C2622, 
~--EXHIBIT NO. C-28-2-A: Table entitled "In- 

QUStrLal Bales ac a 
Percentage of Total 
Sates” 

MA. CORBITE: "i think’ you mient find 
that table very interesting, and you will see in 
vne “Lower half of the page on the side I have 
put Montana Power Company, 1957, 46 per cent;in 
1956, 47 per cent. Pars Ts.all in Mer and thar 
us the percentage of sales to’ rndustry and that 
includes all industry, firm” and interruptible 
to which Montana Power sells gas. 

Now, in connection with the rate matter: 
in 1960 there will have to be a further upward 
revision of residential, commercial and industry 
rates of Montana Power Company because of the in- 
creased importation of Alberta gas in the previous 
contract between Alberta and Canadian-Montana. 

The record makes it reasonably clear that Alberta 
has, and continues to have, large quantities of 
surplus gas not required for Canada's needs. The 
short history of the Pakowki area is a graphic 
example of the benefits to Alberta and to Canada 
by having a ready market for this gas and the bene- 
fit to Montana of being able to buy this gas. 


Some of the benefits to Alberta are: first, as to 
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Pakowki area, there is no other market which can 
be economically served with the gas involved. 
Secondly, the eee the Pakowki area are 
very importantly affected by the millions of 
dollars which have been spent on the gas develop- 
ment in that area by Canadian-Montana Gas Company 
Limited, New British Dominion Oi1 Company, Canso 
Natural Gas Limited, Northern Natural Gas Company, 
and there may be other companies that have done 
some drilling and some work down there, but those 
are (Une ones thac occur To me. iat this,.tame, 

Thirds. thie sayroll provided in the Pakowlc 
area by the oil and gas operations is an important 
economic advantage to that area. 

hour, «the Alberta people ini the Village 
of Manyoerriées and adone the gas lines involved 
receive very important personal benefits from hav- 
ine Cas savaliabvie in their Domes. 

FILUnR  precticabily all materiale pur= 
chased by Canadian-Montana Gas Company's Pakowki 
Lake project have been bought in Canada, and 
practically all work is done by Canadian labour. 
You may wonder about the amount of our investment 
in that area exclusive of the purchase contract, 
and it is approximately $7,258,000. As you know, 
it is a sparsely settled area and I think you will 
see immediately that the expenditure by one com- 


pany of $7,258,000 is a really important economic 
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advantage in an area of that kind where there are 
few people and very limited employment. 

Now, as to the Alberta and Southern pro- 
ject, the benefits to Alberta and to Canada from 
the Alberta and Southern project have been compre- 
hensively stated in the Alberta and Southern sub- 
missions SAll IT have to say on that is, the sale 
to Montana is a definite part of the Alberta and 
Southern project and contributes its proportionate 
share of the benefits to Alberta and Canada from 
that overall project. 

Now, I think you may be interested in 
some list of the benefits to Montana that come 
from the importation of natural gas. The importa- 
tion of Canadian gas is an important benefit to 
the people of Montana because, one, it will make 
available to these people natural gas a® a fuel 
for a much longer time than would otherwise be 
the case. 

Secondly, natural gas is a far more de- 
Sirable fuel for general use than any other fuel, 
particulariy coal. OLY, Of “course, Ts a conven- 
ient fuel but in Montana it costs somewhat more 
than gas. Coal, which we consider much less 
convenient, is available at approximately the same 
price as gas but is not used because of the dirt 


and inconvenience of handling. I suppose that 
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most people like yourselves in your hoyhood days 
shovedte dicoaivainyyour homes and shovelled out 
ashes, and I certainly need not tell you about the 
conventence: of gas over iany other fuel. 

Montana and Alberta have a record of 
mutual help to each other which is the envy of the 
world, and the export of gas to Montana from its 
neighbouring Province is merely a further example 
OLAenre mu cuadlly beneficial relationship. 

Now, Mr. Chairman, that completes the 
verbal edition which I requested permission to make 
to the statement, and if you will now refer to 
the bottom of page 9 you will see the last paragraph 
On pace 9 and the first paragraph on page: 10 have 
Deen Weovercd sy what wsaid piso \thersewild) be 
nothing gain by my repeating that. 

Gas from Alberta and Southern Gas Co. Ltd., 
is Needed: Prior to 1957 Canadian-Montana Pipe 
Line Company was actively endeavouring to acquire 
additional gas in Alberta for export to Montana to 
supply the increasing requirements of The Montana 
Power Company's system. 

Pacific Gas & Electric Company became 
interested in acquiring a source of gas in Alberta 
to supply its market in California. 

It became apparent that the requirements 


of both companies could best be supplied through 


= a single project and that it would be to the best 
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interests of both producers and consumers if one 
company did the purchasing, gathering and trans- 
mission of the gas so far as possible. This would 
enlarge the area in which it would be feasible to 
purchase gas and make possible the payment of 
hichecuorecects The Yolntmuse of ecatheringnand 
transmission facilities would result in savings in 
construction, operation and maintenance costs and 
thus contribute to the economic feasibility of 
the) project. 

In accordance with this plan Alberta. and 
southern Gas Co. Ltd. was organized to carry out 
the project in Alberta. This company has made con- 
tracts to purchase gas to supply the requirements of 
the utilities distributing gas in Edmonton and 
Calgary and also for resale ultimately to Pacific 
Gas & Electric Company and The Montana Power Company. 

An agreement has been made for the gather- 
ing and transmission of the gas in Alberta by The 
Alberta Gas Trunk Line Company Limited, which will 
deliver the gas at points on the border of the Pro- 
Vinee. 

Details of the Alberta and Southern Gas 
Co. Ltd. project, except for the Montana market 
requirements, are set forth in the brief of that 
company to your Commission. 

The Montana Power Company and its Canadian 


subsidiaries are able to meet all of their financial 
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and operating obligations in connection with this 
project, as shown herein. An established market 
in Montana for the gas proposed to be exported 
from Alberta and the need for increased export is 
described in this brief. Exhibit #4 sets forth 
the requirements of The Montana Power Company gas 
system proposed to be supplied from Alberta reserves. 
As to the Pakowki Lake area, the latest 
reserve estimates indicate a relatively small reserve 
which is located in a sparsely settled area of the 
Province. The gas has previously been found to be 
surplus to the requirements of the Province, not 
desired as a source of supply for the local utilities, 
and not contributing to any other gas export project. 
As of January 1, 1958 approximately 18.5% of the 
estimated initial reserves of the five connected 
fields has already been produced. I1f Dominion ex- 
port authorization is secured to conform to the 
term of permit granted by Alberta, the currently 
producing fields will be essentially depleted when 
the existing Alberta permit expires in 1974. The 
logical and intelligent future development and 
operation of this area makes it important that the 
Dominion permit be extended to conform to that 
issued by Alberta. 
As to the pending application for export 
of gas to be purchased under the contract with 


Alberta and Southern Gas Co. Ltd., Exhibit #4 
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Submitted herewith demonstrates conclusively the 
availability of an established market, 

Exhibit #4 also shows that starting in 
1963 additional gas supply is necessary to supple- 
ment the sources of supply now connected in Alberta 
and the United states and the supply proposed to 
be obtained under the application of Alberta and 
Southern Gas Co. Ltd., pending before the Alberta 
Oil and Gas Conservation Board. The proximity of 
The Montana Power Company service area to available 
Alberta gas supplies points to the Province as the 
logical source of gas reserves necessary to serve 
approximately 250,000 Montana people. 

the continued development of o11 and gas 
fields and the construction, maintenance and opera-= 
tion of facilities necessary to produce, gather 
and transmit the gas required by Montana will con- 
tinue to contribute substantially to Canadian pros- 
perity. 

THE ACTING CHAIRMAN: Thank you very 
much, Mr. Corette. I notice when you started you 
were very modest, you mentioned you had a small 
company. Well, a small company that makes $10 
miblion profit after income tax deserves a lot of 
Oren, 

MR. CORETTE: We feel in a sparsely 
settled State like Montana it is quite a thing, par- 


ticularly in the electrical business, to have rates 
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which are substantially below the national average 
in the United States. 
THE ACTING CHAIRMAN: I think perhaps 


we will break for ten minutes and then continue. 


---A short recess, 
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THE ACTING CHAIRMAN: Mr. Corette, you 
have something to tell us? 

MR. CORETTE: Mr, Chairman, I wanted to 
say that I made a mistake in giving one figure which 
I would like to correct. In reading the compara- 
tive rates of Montana Power Company and Canadian 
Western in Calgary, I gave, for the commercial 
revenue, the wrong figure, It was a figure that 
applied to the residential, so, with your permission, 
I should give the proper reading, to correct that. 

THE ACTING CHAIRMAN: TS thie in the brier? 

MR. CORETTE: No, LGotso in whacee read, 

Commercial use, averaging 75 Mcf a month, 
Montana Power's rate would be $46.16 and Canadian 
Western's is $21.48, Montana Power is 115 per 
cent higher than Canadian Western, 

For the residential use, at the average 
use of 15 Mef per month, Montana Power's rate is 
$9.56 and Canadian Western's is $5.88, or Montana 
Power's is 624 per cent higher than Canadian 
Western's, 


Mr. Chairman, I wish I lived in Calgary. 


BY MR, PATTERSON: 

Q. Mr, Correte, I take it from the 
submission that Montana Power Company is not 
associated in any way with any other utility com- 
pany in the United States through its corporate 
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Mi 2 SCORET Ts: That is correct, Mr. 
Patterson. We have no associates or affiliates 
of any kind and no active subsidiary other than 
you know about, with one exception. We have, 
in Alberta, a small exploration company called 
Eltana Exploration Company and it is also wholly- 
owned, 

Q. Looking at it the other way, you 
are not owned or controlled or do not have as large 
shareholders such companies as Pacific Northwest, 
El Paso, Pacific Gas and Electric, Tennessee and 
other major American pipe line transmission com- 
panies? 

MR, CORETTE: Thay Ls “correct, My, 
Patterson, Our company has about 37,000 stock- 
holders and no stockholder owns over a very small 
percentage of our total stock. iighnink from 
one to two per cent of the total stock would be 
the largest holding of any stockholder and I am 
satisfied that stockholder would be a nominee, 
so that we really don't know who owns it. 

Q. To summarize your Canadian opera- 
tions, Canadian Montana Gas Company Limited and 
Canadian Montana Pipe Line Company are wholly-owned 
subsidiaries, the share interest in those is owned 
entirely by Montana Power? 


MR, CORETTE: That is correct. 


———_ Q. And I take it that those companies 
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are financed by the parent company, They are not 
actually selling gas under contract to the parent 
company; they simply make deliveries and Montana 
Power supplies them with ufficient moneys for them 
to carry on their operations in Alberta? 

MR. CORETTE: Yes, Mp, Patterson, That 
has been necessary because, in view of the 5-year 
permit, I am sure these Canadian companies could 
not be financed in any other way. 

Montana Power take certain common stock 
for walech=vhey pur up cash fnefull” toe start wien, 
and all subsequent money has been supplied by 
Montana Power Company by advances to these subsidia- 
ries, 


Q 


‘On 


And, so far as the Canadian opera- 
tions are concerned, there is not a profit attri- 
butable to those operations in Canada? 

MR, CORETTE: For the purposes of our 
consolidated statement, we just roll it all into 
one company. Of course, for purposes of Canadian 
income tax, we make a report to the proper Canadian 
authorities and pay Canadian income taxes. 

ys Now, sir, you mentioned that your 
gathering line system in the Pakowki Lake area 
includes the running of lines and purchase of gas 
from independent producers. Can you give us a 
summary of the independent producers and the prices 


paid to those independent producers for gas supplied, 
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which, I take it, would be supplied to the pipe 
line company? 

MR, CORETTE: Yes. Very recently we 
have made two contracts. Each one has been under 
negotiation for a very long period of time, the 
final contract being delayed because of developments 
and the general situation in the area, and the two 
contracts under which we buy gas, the first is with 
New British Dominion O11 Company Limited and United 
States Smelting, Refining and Mining Company, and 
we buy gas from two wells owned jointly by those 
two companies in the Pakowki Lake area. Deliveries 
under that contract started in January, 1958. 

The other contract is with Canso Natural 
Gas Limited and it is a similar contract, and we 
buy gas from them from two wells, 

We have already, last fall, built the 
gathering line to those two wells and, again, 
deliveries started in January, 1958; and under both 
contracts we do all the gathering,all the operating, 
take the gas at the wellhead at a price of 8 cents 
for first year and increasing 1/4 cent per year 
throughout the entire life of the contract. 

Q. Now, would you be good enough -- 
we have been building up a record of gas purchase 
contracts, and would you be good enough, through 


Mr, MacLeod, to supply the Commission with copies 
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of those two contracts? 

MR, CORETTE: We would be very pleased to, 

Q. Then, as you know, a subject of 
interest to this Commission is border prices for 
natural gas, and I take it that, working from that 
8-cent per Mcf price and considering the operations 
to the Canadian-American border, you would be in a 
position to give us a price of that gas crossing 
the border. Are you in a position to give us 
that? 

MR, CORETTE: Yes, I am. Not knowing 
exactly what you might inquire about, I had pre- 
pared it in a slightly different way, but I think 
it would give you, ina very concise manner, the 
answer to your question. 

Qe Thank you. 

MR. CORETTE: The gathering cost of this 
gas, based on a straight original cost less depre- 
ciation rate base, and with a return of 7% per cent 
-- which, from looking at the transcript, we 
assumed was the one being commonly used here; but 
which, in my judgment, is somewhat inadequate -- 
the gathering cost comes out to about 4.84 cents 
per Mcf. The transmission cost comes out about 
9/10ths of a cent and, consequently, we consider 
the price of gas delivered into the transmission 
line, that is the purchase contract plus the gather- 


ing cost, at 13 cents, and I have here a table of 
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what the price would be through a 20-year period, 
and that is delivered into the transmission line 
200.7 WiLe Weave no’ table for Tt. a8 tou. 20d 

one cent, 1t gives a border price, beginning at 
14 cents in the year 1958 and increasing 1/4 cent 
per year. 

Now, the transmission line is the 16-inch 
transmission line owned by the Canadian Montana 
Pipe Line Company so that the cost of gas to 
the Canadian Montana Pipe Line Company, which is 
the transmission company, starts at 13 cents and 
goes up 1/4 cent per year. 

ae And that transmission line is 
roughly what length? 

Mins) COREDOE: Tt 1s about, so miles. 
Itvas very short. 

it te jGamiies, tie. FPattilio, Lam ofr 
two miles. 

Os You mentioned you had a table 
that you would let us have. 

MR, CORBITE: | Ves, sir, (Producing a 
document ) 

MR. PATTERSON: Thank you. IT have a 
table here entitled "Pakowki Lake Area, Canadian 
Montana Pipe Line Company, Alberta gas prices, 
delivered into transmission system for the period 
1958 to 1978," and I think that might become 


Exhibit C-28-2-B, 
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---EXHIBIT NO, C-28-2-B: Table, Pakowki Lake Area, 
Canadian Montana Pipe Line 
Company, Alberta gas prices, 
delivered into transmission 
system, 1958 to 1978. 

Q. And throughout the 20-year period, 
it would be a reasonable assumption to add one cent 
to the figure shown in the table to get a cost at 
the border of that gas? 

MR. CORETTIE: Nes’. 

Q. Starting at something in the 
neighbourhood of 14 cents and going up as the 
pELce sico-up? 

MR, CORETTE: Yee 

Q. On the transmission line, the 18- 
mile line, does that operate at a constant load 
factor throughout the year? 

MRe fCORETTE: May I have Mr, Stadler 
answer that question? 

MR. STADLER: No, it does not operate 
at a constant’ load factor. The load factor on 


that system would be around 51 per cent estimated 


for 1958, 
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‘on Turning for a momént to page 4 of 
the submission, you make reference to the proposed 
connection between a point on the Alberta-Montana 
border to implement the proposed gas purchases from 
Alberta and Southern Gas Company Limited. Could 
you give the capacity of that proposed line? 

MR. STADLER: The capacity of the line 
from what point? 

Qe Well, as I understand it to meet 
with Alberta Gas Trunk at the border and I am 
inverested an the capacity of your own Jine from 
the pick-up point. 

MR, STADLER: The Line cakculation 22 
based on the assumption that we will have to meet 
the 500-pound line pressure at Cut Bank as a down- 
stream pressure. Now, that 16-inch line and 
537 pounds at the border matches the approximately 
31 million cubic feet per day of capacity shown 
in the exhibit. 

Q. And what will be the price that 
you consider you will be purchasing gas for at the 
Alberta-Montana border under the proposed scheme? 

MR. SADLER: Well; that is based on 
the estimates prepared by Alberta and Southern and 
supplied to us; the first year the cost is OTC 
cents. 

Q. And does that include transmission 


charges of the Alberta Gas trunk? 
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MR. SADLER: That is our understanding, 
yes, it is delivered at the border. 

Q. lL note from your submission. that 
it is considered no great discoveries of eh te 
gas reserves will be made in Montana and as you 
know we have in this province had considerable 
Success inour Foothills area, I would appreciate 
your comments as to your information in regard TO 
the same condition applying in your State and what 
efforts and the results that have been found in 
that regard? 

Mik, CORBITE: For a great many years 
both our company and other companies have been ex- 
ploring for gas in Montana and if you took a map 
of the State of Montana and placed on it a spot 
or a circle for every dry hole that has been 
drilled in the state it would look very much like 
the pattern of a shotgun shell, These wells 
have not producedsince 1930 any field of great 
consequence, In 1930 the Cut Bank field.was dis- 
covered which had a total reserve at the beginning 
Ors5OOr Dia bron or O00 bitiion™ cubie feet, That is 
as to the State’ as a whole but there have been dis- 
coveries throughout the State of small reserves, 
Many of those are in the area in Montana immediately 
south of the Alberta border and with very few excep- 
tions we either own the gas wells and the leases 


or we are the purchasers of the gas in the entire 
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area . Now, about the Foothills area in Montana 
comparable to the area where Savanna Creek and 
Pincher Creek are located there has been considerable 
exploration by major oil companies and several wells 
have Dechdribied without,,.up to.this time, the 
discovery of any field of any consequence. May 
Sadler might be able to tell us how many wells 
have been drilled in that area. 

MR, SADLER: ido not. necaid of faand. 
I know of about half a dozen deep tests that we 
have been testing the Mississippian in an area 
immediately south of the border but all have been 
unsuccessful, 

MR, CORBTTE: I think we should say that 
explorations still continue and leases are still 
held in that.area and obviously there is hope in 
the minds, of a lot of people that they wil bale 
out a lot vor their past losses in, that area. 


Q. 


wu 


Do you expect further discovery 
of gas reserves in the Patowki Lake area and that 
you will either acquire those yourselves by develop- 
ment or purchase gas from them? 

MR, CORETTE: Yes, we would be hopeful 


in the Patowki Lake area that there would be the 


-discovery of some additional reserves, I think 


our experience to date and the experience of 
others who have drilled in that area indicates 


we do not anticipate in that area large reserves, 


nD he 
ee 


arly 


‘i Pues? 


Ley ie ey ae Hee, os stds 20 | 
ae ant ad aotiad Bebe via 
aida a, 


htt ae nl eee on 
‘ 


si  S PRA CET, oalapae eee. autth gatas’ « gad svat 


Shee GF x ; : = ‘ ia p 
ry re eg } » < 


| 
y 
( \ wi aie, pata aaah, & “iat a oh 


Ue ses a abel ae ze quae: i stot 
i eG ape © oe 
. 


ye oopumnd 


i "4 oF iy iv ef 
2 mee a = 
Sad Te RTO. A 
‘ “ ’ ) i) 
- 5 f yal pst it ie! eae Pag: ae * fo E aie Pek: ¥ P 
i mr ae re 


2 wa) 


we earacaeh jeted” 


vio we 


3 | re 
weg Ad hel se te: n Brkt Was 


] 4 i 
| fit, sus eteset bas, ouasenne fie. & nossdhtgne © 
' 
; 
‘ 
; 
' 
§ 


sy. a. gaveot: pa Sth se -Pecty? hos: tof" £ ae | i a 


ate nf wt oe oe | on (* ee aw ¢ ey SNE > - Oe 3 


race 


ee Big an  Rewrabet” ae to 


outa, Tike. sige os 


“” 


bia 


io < ote ee £ 


~, Ge 


i 


2885 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


but if you consider reserves any place from 10 billion 
eupaer, Teev tap Co(> or “LOO ‘billvon Gubic Peet, 
that is about the minimum and the maximum that 
might be discovered down there. When we first 
came to the Oil and Gas Conservation Board we were 
told by them that they would expect us to purchase 
gas from others if gas was developed in that area 
and to create a market for that gas and we stand 
prepared and ready to carry that out so there will 
be a market for gas developed in that area even 
though it may be in small areas provided reserves 
developed are large enough to justify a gathering 
line to the reserve, 

Q. In other words, while you have 
had some 261 billion cubic feet dedicated to you 
you have a responsibility to develop the balance 
and use it and take from anyone else in the area? 

MR. CORETTE: ive G be vent. 

Q. Now, you discussed at some length 
the question of.thue Anaconda .company. Can you tell 
us the early t-*xe from the Anaconda Company or by 
the Anaconda Company in the years for your annual 
market and supply forecast,which is Exhibit 4, 
either by way of percentage in those calculations 
or by proposed projected figures? 

MR, CORETTE: The figure which I have, 


Mr. Patterson, is at 14.9 pressure instead of the 


——_| standard 14.4 used in Alberta,because that is the 
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pressure at which we deliver to Anaconda Company. 
However, the adjustment is very slient. Anaconda 
used in 1956, the actual was 11 billion 489 million 
and it runs between 11 billion 489 million and 

V2 di liton 500 million, clear through 1961; and no 
substantial increase or decrease during that period, 
just a variation, At that time we contemplate 
having some additional operations coming into effect 
which they say may increase it up to 15 billion 

and it continues at that thereafter. We know of 
no plan for any increase thereafter. We also know 
from experience with them that sometimes their 
forecasts on how much they need are not realized 

and their forecast is always more than they actually 
take when the time comes, 

Q. You mentioned to us what I take 
was a relatively recent change in the competitive 
position of gas and coal in the State of Montana, 
Now, I take it that you were present before the 
Federal Power Commission in Washington at a hearing 
held in November and December, 1954. Do you have 
any personal knowledge of that Commission? 

MR, CORETTE: Yes; Lido. I might not 
have been present every day or hour of the Commission 
but I was there and did testify at that hearing, 

Q It is my understanding that on that 


¢@ 


occasion evidence was given by the president of the 


—_____ Anaconda Aluminum Company, Mr. Caples, as to comparison 
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of costs of natural gas, o11 and coal for Anaconda 
purposes both at Great Falls and Butte, I would 
like to read to you my infopna tion as to those 
figures and ask you if it agrees with your own 
understanding and recollection and then,further, 
if there is any change since that time in the 
light of what you told us earlier, My under- 
standing of the evidence given by Mr. Caples was 
thateat. Great Balls -coalior 11,400 BeT.u, content 
on:'a comparative B.T.U. basis is equivalent to 

gas at 47.7 cents per Mcf. He Silso se.0 that 
this figure does not take hto account the 
meteorological disadvantage of coal. The cost 
of oi11 at Great Falls including the handling 
charge he said was 36.8 cents per Mcf gas equiva- 
lent and for the Anaconda and Butte installations 
comparable figures are 48.5 cents for coal and 

55 cents Prornsea, 

He went on to say that based on average 
fuel consumption over the past three years from 
1954 for Anaconda's operations, coal would have 
cost the company approximately $3 million more 
and oil a little over the $3 million figure more 
than gas, 

Now, in the light of the newspaper comment 
and s} seches that you referred to, is there any 
change in the picture and if so what is it? 


MR. CORBTTE: Yes,.1. think 1 can from 
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memory cover most of the elements there, I have 
no question about Mr, Caples! figures based on the 
plan that he presented as being very accurate 
but there has been a very great change in the 
Circumstances Gince that time. VEPs us OL caidas, 
Mr, Caples was using at Great Falls a gas price 
at that time of 174 cents and he was using at 
Butte and Anaconda a gas price of 20 cents. 
The gas price has now been increased at both places 
TO 20 Cents. 
Now; ewrior to, 1052 or tne least- of Woon 
the gas price at Butte and Anaconda had been 1235 
cents, which I talked to you about a short time 
AZO. The next difference is that Mr, Caples 
was using coal which is 11,000 B.1T,.U. or hound- 
up coal. By Roundup coal, I mean it came 
from the City of Roundup, Montana, it came from 
underground coal mines and he used a figure at the 
mine of $4.80 a ton. At that time the Northern 
Pacific Company was operating in Montana its 
own coal mining operations for its own use, it 
had perfectly enormous batches of coal. since 
then it has completely converted to diesel opera- 
tion and is making an effort to place this large 
coal mining. operation on a commercial basis. 
Both two years ago and two days ago, 
the day before yesterday, coal was offered from 


that operation at $1 per ton so that there is a 
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very major change there, 

Another difference between Mr. Caples 
figures and those I mee you, this: mornings. is: that 
Mr, Caples' figures were based on converting to 
coal or oil as the case may be in accordance with 
his specific listing of cases over operations 
that. were using gas, converting it to coal or 
oil, except for one conversion at East Helena 
where coal is used as part of the pressure and 
nothing else can be used, In giving you the 
figures this morning I used the $1 per ton for 
coal because that is the price at which it is 
available, 

Now, I used the 26-cent gas rate and I 
assume that there would be no further conversion 
of the isolated places of small usage and that 
they would continue to use gas just like any other 
ordinary commercial customer and assume a conversion 
only at the large places of use of the Anaconda 
Company, such as the smelter at Anaconda, the 
large smelter at Great Falls, the principal 
heating installations at the mines, central boiler 
plant in Butte, so our figures resulted in a cost 
of only Gl per ton of coal. re Seo OG, Pita 
the small ones that were listed in Mr, Caples! 
figures you come up with an average of $2.50 per 
ton ‘of -coal,. which ts the figure-he used. 


I believe those are the major differences.. 
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The price of oil now is also somewhat lower than 
that used by Mr. Caples. My recollection is 
that he used $1.80 per barrel plus a handling 
charge for the oil which he assumed might be 
used at Great F lls where they already have 
complete standby facilities for the use of oil, 
Our “company has had’ for a lone’ time ‘a°tfivmd oil 
contract at $1.50 or $1.55 for steam power plant 
use and we buy oil for the same use on a spot 
basis and put it in storage. In those places 
it runs from 87 cents to oi, 25 so” that ofl would 
be available. 

Those are the principal changes or dif- 
ferences, changes which have occurred since Mr. 
Caples! testimony, and differences in the situation 
which exist today as compared to the facts that 


existed at the time of Mr. Caples! testimony. 
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Q. Would you carry those figures for 
Us 2 I1Utle further: “LTedernot think you Cando 
LG DOW, # DUTT Could You Pet us have a similar com- 
patison on the codl, "2as, oll equivalent, taking 
into account the factors you mentioned to reduce 
the coal price and change any oil prices so that 
we tan Dev ina petcer posi tlon’ to" takema. Look at 
the present position in the simple form of the 1954 
presentation? 

MR, CORETTE? Yes ;i* shaun You are 
asking me to work up a sheet of some kind which 
would summarize the assumptions which were the 
basis of my statement, and show these differences? 

Q. Yeo soar. 

MR. CORETTE: We would be pleased to do 
that and submit it to the Commission. 

Q. We have had some evidence in regard 
to future projected reserves in the Western Canadian 
basin which we have, of course, arbitrarily cut 
off at the 49th parallel, but it would be ‘of inter- 
est to the Commission if you could tell us something 
about the future projected reserves in the State 
of Montana as it forms a part of the general geo- 
OBIS Area, 

MR. CORETTE: I fear my qualifications 
on that are rather limited and that all I could say 
Hes Pua OH lc gen ere with every gas discovery 


that has been made in Montana in the last 10 years 
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and that those gas discoveries have not been 
sufficient to develop any appreciable additional 
reserves, and that we do not anticipate the de- 
velopment in Montana of any large gas reserves in 
the future unless there are discoveries in the 
foothills ‘area of a type comparable to Pincher 
Creek and Savanna Creek. I am sure there is no 
one in the world that could give you any forecast 
of that; it is just an absolutely unknown quantity. 

Q. What other outside sources of supply 
of gas are available to you aside from the Canadian 
sources? 

MR. CORETTE : We buy gas throughout the 
Northern Montana area from Havre, Montana, all the 
way to a point between Cut Bank and Browning, Mon- 
Tone. samo In ven area South of the Alberta, border 
reasonably adjacent to the Alberta border. Some 
of those fields by name are: the Cut Bank field, 
Reagan field, Utopia field, Whitlash field, Keith 
and East Keith, field, Bear's Den field, Flat 
Coulee field, Bowls field. I think that is, sub- 
stantially, all of them. Then, at the southern 
end of our system we buy gas from the Dry Creek 
field. We are entitied to the toval output of whe 
Dry Creek and the total reserve, and also from 
the Clark Fork field north of the Montana border, 
and in Montana we have a purchase contract through 


which we buy from the Montana Utility Company at 
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Warren, Montana, just north of the border, gas 
produced in Wyoming and transmitted by the Dakota- 
Montana Utility Company to Montana and on over into 
North Dakota. 

Q. You give us a figure for the gas 
supplies available to the company at, approximately, 
274 billion cubic feet. Do you know that figure 
of total gas reserves as of today for the State of 
Montana? 

MR. CORETTE : i would not; say for the 
State of Montana, but that is the total gas reserves 
which are either owned by or dedicated to the Mon- 
tana Power Company, and those are the gas reserves 
to which I have just referred in the various fields 
Lave 1isted, 

Q. What I am getting at is this: do 
you know what else there is in Montana besides what 
is under contract or dedicated to your company? 

MR. CORETTE : In general, in Eastern 
Montana and in Northern Montana, east of our service 
area, and in Southern Montana there are some re- 
serves dedicated to the system of Montana-Dakota 
Utility Company. I am not familiar with the exact 
amount of those reserves, perhaps Mr. Stadler is. 

MR. STADLER: I do not recall the figure. 

MR, CORETTE: The reserve figure I gave 
for Montana Power Company is based on a very recent 


study by Ralph E. Davis. 
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Q. What other methods of supplying 
your needs, aside from the Alberta Southern scheme, 
have you canvassed? 

Ma. CORETTE: We have followed these 
methods: we have explored on our own throughout 


Montana for additional gas; we maintain a full- 
time geological department in Montana of four 
people who constantly work on the development of 
our present reserves and on exploration for new 
reserves, We have drilled many wells without hav- 
ing developed any appreciable reserves. 

In addition, in the Pakowki Lake area 
we COntsnue to explore for gas. and we also were 
engaged, prior to the time we made the arrangement 
Mitheniberca southern, in an effort to purchase gas 
throughout Southern Alberta, with the thought if we were 
able to purchase it, we would then apply for export. 
At that time Pacific Gas and Electric also came into 
the picture. We concluded, if we could join with 
them in a longer transmission line, it would put 
us in a position to share that surplus gas that 
might be purchased throughout a good part of the 
western part of Alberta, and that is how we went 
into the Alberta Southern arrangement. 

Since we made the arrangement with Alberta 
Southern we have not been negotiating for gas pur- 
chase other than in the Pakowki Lake area. We 


still bid for other reserves when they are put up 
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in Alberta and carry on some development activities 
of our own, 

Q. In the negotiations prior to Pacific 
Gas and Electric entering the picture, at what 
prices were you then talking. to producers? 

MR, CORETTE: As far as we had gotten 
in prices, we had no agreement, but we had used the 
Trans-Canada price as a basis and were talking in 
the neighbourhood or thate@pric¢e or Silently hieher 
prices. We had no price agreements as of that 
time. 

tL thie 8 snould say aiso. thaw wat 
applied in the Pakowki Lake area, that the price 
which had been paid in any part of Alberta had been 
considerably less at the wellhead than the price 
at which we have agreed to purchase gas, and that 
our price to the two companies from which we pur- 
chased gas was equivalent at the transmission line 
to a price of about 2¢ higher than Trans-Canada at 
the time the offers were made and the price arrange- 
ments were made. I know that there is in this 
record that since then Trans-Canada has offered 
higher prices than their original prices. 

Q. In looking at Exhibit 4 there is 
a rather startling drop in the supply from U.sS. 
source in the year 1961. One conclusion that you 
could reach from that is that 1961 is the year in 


which you project a supply under the Alberta 
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Southern contract becoming available and the 
jerge gecrease in the supply from .U.S. source 
could then easily be rélated to an assumption 
that the price from the Alberta Southern contract 
was a great deal lower than the price from the 
U.S. Source, thus civing rise to that tremendous 
drop. Now, is that a fair assumption? 

Mi econ wine + Bt ves HOw. wit Pat versoms 
It would be a completely incorrect assumption. 
tine ©easonr ror the, arop in supply from U.S. sources 
Le entirely due othe eradual depletion, of this 
source, and to the fact that until some other 
source Of gas is available, that they are being 
drawn upon heavily. The fact is that the U.S. 
sources will be exhausted, in thelr entirety at 
this rate of withdrawal prior to the time of 
deliveries from Alberta and Southern and the pre- 
sent contracts completed. And the other fact: 
the gas we buy from Alberta and Southern will be, 
by far, the highest price gas ever placed into our 
system; so, in fact, we are replacing low-cost gas 
and taking higher-priced gas from Southern and 
Alberta, but 10 is controlled entirely by the pro- 
duction and deliverability of the various fields 
involved. 

THE ACTING CHAIRMAN: Mr. Frawley has a 
few questions to ask you. 


MR, FRAWLEY: Thank you, Mr. Chairman. 
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Q. Mr. Corette, would you take this 
Exhibit C-28-2-B Which is the price delivered 
into the transmission system of Pakowki Lake gas. 
When you say delivered into the transmission system 
-- where is that? 

MR, CORETTE: I could show you that on 
the map very quickly. The transmission line extends 
Prom, therwborder (oO une Pendant d*Orellie. fiela and 
is owned by Canadian-Montana Pipe Line Company, and 
that Exhibit, C-28-2-B is the place at the point 
where the gas is delivered into the transmission 
line of Canadian-Montana Pipe Line Company. 

Q. By Canadian-Montana Pipe Line? 


A, Yes. 
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Q. Well, it is not a strictly border 
price? 

MR. CORETTE: It is not. 

Q. Have you worked out a border price? 

MR. CORETTE: Yes, we have worked out 
a border price. It would be 1¢ higher than the 
price shown in Exhibit C-28-2-B., 

Q. Then, in Short, your border price in 
1958 would be 13¢ plus 14? 

MR. CORETTE : Yes 

Q. Would you please indulge me by going 
back and making a breakdown. I know you did it 
Derore buon 1 did met oulte cou its whats starts 
at d¢ at the wellhead? And then it is 4.84¢ for 


gathering? 


MR. CORETTE: Yes, we have used 5¢ for 
gathering. 

Q. But you did give a figure of 4,34¢? 
You call that Sougo syou7 

MR. CORETTE: I said the mathematical 
calculation at exactly a 7 1/2 per cent return worked 
out at 4.84¢ and we rounded the figure off at 5¢. 

Q. You'-do: the gathering, yoursell, thar 
is why? 

MR... CORRPTTS: That 1s cor eecr. 

Q. And that is 13¢ there? 


MR. CORBITE: - Yeo. 
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Q. And then you add .90¢ for trans- 
mission. You gave that figure. What was that? 

MR. CORETTE: That is the exact cost of 
transmission on a 7 1/2 per cent return, which we 
rounded off at l¢. 

Q. That. is to get it to the Alberta- 
Montana line? 

Mn. COnBITR: Yess to sev TV to the) porder. 

I might say that border price is naturally 
controlled by the wellhead price in the field and 
Une “actual COSst wr Bathering and transmission, 
Gathering includes, of course, dehydration, any puri- 
fication that 1s necessary, compression and anything 
eepe Treiarved, and tne Cost 2s high in thay area oe- 
Cause OL tiie Lacy that the wells are Scatvered out 
Overvea Very COnelaoravwe Clevance, che deliverda= 
Dility or therswells 12 small, the gathering lines 
are long and these are the actual costs I have 
given you based on our actual costs of operation 
and our actual investment in the facility. 

Q. THis Vs a dry Cas, is it, at Pakowk? 

MR. @CORETTIES Yes’. 

Q. A dry sweet gas? 

MR. CORETTE: Yes) come or DG as enee 
sweet gas in that general area, but most of it is 
sweet gas. We do consider it to be a dry gas. We 
have to do some dehydrating but we don't extract 
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Q. Now, let us go to what you expect 
to pay Alberta and Southern when you start to buy 
from them, the 24.76¢ at the border, 

MR. CORETTE: Yes. 

Q. That, of course, is gas which has 
received a good deal of transportation before it 
arrives at. .that- point? 

MR. CORETTE: Yes, it has received several 
hundred miles of transportation. 

Q. Do you regard that as explaining the 
very considerable difference between 14¢ and 24 3/4d? 

MR. CORETTE: Yes, I regard it as completely 
explaining the. difference, because the prices being 
paid by Alberta and Southern for that gas and deliver- 
ies into the transmission line are already in the 
record here, and a comparison of those prices with 
the cost of gas delivered into the transmission line 
at the Pakowki Lake area will show that they are 
quite comparable, so that, as a matter of fact, the 
cost to Alberta and Southern, delivered into the 
transmission line, and the cost to Canadian-Montana 
Pipe Line delivered into the transmission line are 
quite comparable, and the difference in border 
price is due almost entirely to the difference in 
the length of transmission and in the transmission 
costs. 

Q. Well, really, simply, you are in the 


position of having some 25¢ gas and some 14¢ gas 
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and you will have to pool those and put them into 
your system and sell them? 

MR. CORETTE: That is correct, 

Q. And, while, again, we are talking 
about price, you produce and you purchase in Mon- 
tana, do you? 

MR. CORETTE : WeSh 

Q. From what particular fields do you 
purchase? Cut Bank field, do you purchase there? 

MR. CORETTE: We produce most of the gas 
onthe Cun Banketield, I> think a very: Small amount 
of gas is purchased there. I would say we produce 
im excess or 95 per cent of the gas. 

Q. Then we have only 5 per cent to talk 
anouu. (Nhav do“ your pay ror 10? 

MR. CORETTE : In the Cut Bank field we 
pay 6 1/2¢ at the wellhead. 

Q. What do you pay in the Whitlash 
field? 

MR. CORET?TE + Perhaps I can summarize it 
this way, by eayine that in all of these fieldowin 
Northern Montana we pay 6 1/2¢, with a few excep- 
tions, and the exceptions are 5¢, and the only other 
price we pay in that area is for sour gas that has 
to be treated, and we have a few small contracts of 
that nature at lower prices; but 5 to 6 1/2¢ are 
the standard prices in that field, and I would say 


™ —| 6 1/2¢ is more standard than the 5. 
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Q. What do you pay down in the southern 
part of Montana for what you purchase from the 
Montana-Dakota Utility Company? 

MR. CORETTE: We pay to the Montana- 
Dakota Utility Company 16¢, but that gas is under 
very cd1iterenc circumstances. It is produced in 
Wyoming, it is gathered and put through a processing 
plant, and then transmitted a distance of about 70 
to 75 miles into Montana, so that price involves 
eid the production, gathering, processing, trans= 
MLSs LOM Coots 10/5 miles, and 1. know, from my 
connection with that whole transaction, that the 
Price or that: "gas" in Wyoming at the ouvlet of the 
processing plant was 10¢ and that an additional 
cost from 10¢ to 16¢ was a transmission cost of Mon- 
tana-Dakota Utility, figured on a straight utility 
formuLa. 

Q. What do you pay in the Clark Fork 
field? 

MR. CORETTE: We pay 9 1/e¢. 

Q. And what accounts for the difference 
between 9 1/2¢ in the southern part of the State 
and. 6 1/e¢ up at Cut Bank? 

Mee SPADLER: That price is actuaily a 
base price or 7 1/2¢ ‘on that contract. There is.2 
2¢ premium or bonus paid if the gas is produced at 
an agreed load factor through our winter priod. 


The gas is delivered to us at a central point, de- 
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hydrated, at not less than 650 pounds. 

MR. CORETTE: In other words, it is not 
a wellhead price, | 

Q. Riieeienc. Now, Lf think thao i. 
enough for gas price comparison. 

Now I want to take you to your comparison 
of residential consumption prices in Alberta and 
Montana, because I don't think I got them quite 
clearly. You say that in Alberta, for an average 
consumption of 15 MCF per month, that Alberta would 
pay 5.88 and that in Montana they would pay 9.56, 
Poche ve COPrrechy 

Mier COOL ON. eves. 

Q. Now, when you went to the commercial 
consumption, the consumption where you are 115 per 
cent higher than in Calgary, what are the two 
figures? 

MR. CORETTE : The two figures are that 
Montana Power's rate, for 75 MCF, would be $46.16, 
and the rate in Calgary would be $21.48, so our 
customers pay 115 per cent more than similar custo- 
mers in Calgary. 

Q. Do you find that the producers you 
are paying 8¢ in the Pakowki field, with the ex- 
calation of 1/4¢ per annum, are satisfied with 
that price? 

MR. CORETTE: I believe so. 


Maybe Mr. Stadler should answer it. He is 
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the one who conducted those negotiations directly. 

MR. STADLER: There were three producers 
involved, Canso, U.S. Smélting and New British 
Dominion. I think It is fair.to say .that Canse and 
U.S. said they would like to have more money. New 
British Dominion said they thought it was a fair 
agreement. 

Q. Now, your plans for future develop- 
ment in Alberta that Mr. Patterson was discussing 
wich you, J suppose, being realistic’ about, them, 
it would depend upon whether your Federal permit 
is extended? 

Nh. CORB s Thao ts abpsoluteia tric. Ir. 
Heawley. The short-term Pecderal permit, has been 3 
CONS Cant SOUrce Ol Gil TICULGy TO US, because, 
natwwraliy, 1G etreers planning. Apeatfects develop- 
ment, it has delayed the construction of certain 
geathering lines itm thevfield, it has afrected, our 
development and the development of others in the 
area all adversely because you just cannot plan on 
5 years, or what is left of 5 years, so it does have 
@ serious er recr., 

In addition, 1t has had a serious ¢fitecr 
in Montana, making it impossible to make contracts 
for the consumption of gas beyond 1960, and the 
purchasers in the field have beaten us down some- 
what on price by reason of the fact that we could 


not give them assurance on price beyond that time. 
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i feel Alberta. and that part. of the Pro- 
vince has also suffered quite seriously by reason 
of the limitation. 

Q. I was struck by Mr. Patterson calling 
to your attention the evidence given by a Mr. Caples, 
is it --- 

Mi. CORETTE: Yes, 

Q. ~- of the Anaconda Company, in Washing- 
ton before the Federal Power Commission in 1954, 
Would it be fair to ask you what Mr. Caples! object 
was in endeavouring to show that other fuels were 
much more expensive than gas? 

MR. CORETTE: He was showing the great im- 
portance to the Anaconda Company of having Canadian 
gas and we were making an absolute complete disclo- 
sure of the situation and showing just why Canadian 
gas was important in Montana, 

We did not at that time predict, because 
negotiations at that time had not been completed, 
what future prices would. be, and I think | feet 
rather guilty about some of the criticism I have 
read in Alberta papers in that I do not believe we 
have kept the public and even the public officials 
in Alberta, and the newspaper people, informed about 
this increase in price, and we feel that an increase 
of 108 per cent to the Anaconda Company is a perfect- 
ly enormous increase, and about all you can possibly 


push on any one customer over a period of 4 or 5 
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Q. Now, Mr, Corette, I want to discuss 
with you for a few minutes the matter of regulation, 
To what extent are you regulated by the Federal 
Power Commission? 

MR. CORETTE: In our electric business we 
are regulated as to our many hydro plants, about 
twelve of them. We are regulated as to our accoun- 
ting; we are regulated as to our sales of elec- 
GCLCLEY Across obate. lines, 

In the natural gas business -- we are not 
a natural gas company and we are not subject to the 
Natural Gas Act except that we are required to ob- 
Tain irom the Mederal Power Commission a certificate 
Civ US permission Co timporh cas. under, lupelireve 
it 18, section 3 of the: Natural Gas Act. 

However, in our purchase from Montana- 
Dakota Utilities Company at Warren, that transaction 
Was. subject to the jurisdiction of the Federal Power 
Commission because of its jurisdiction over the 
Montana-Dakota Utilities. 

Q. Did the Federal Power Commission 
have to approve the price you were paying the 
Montana-Dakota Utilities? 

MR. CORETTE: I would have to put it the 
other way. It would have to approve the price atv 
which Montana-Dakota was selling to us. 


Q. And in in-state matters, you are 
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MR, CORETTE: . Completely. We are regu- 
lated completely as to both rates, service and 
accounting, an absolute regulation as to both gas 
angue LeeurLloeLlyuy. 

Q. Does that extend to the gas purchase 
eontracts, as to the Tields where you buy cas? 

MR. CORETTE: It does not. The Commission 
does novlexercise jurisdiction over the price we 
pay Lor Casrtame whe: field whenswer buysivom an inds— 
pendent. It has never questioned that price in any 


regulated by Montana Public Utility Commission? 
way. 
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Qe Is that the way your company would 
like to have it remain, that you would have no 
State regulation of your gas purchase contract price? 

MR. CORETTE: it definitely is, We 
think those should be negotiated in the ordinary, 
arm's length bargaining competitive manner. 

Oe Has the Federal Power Commission 
made any attempt to regulate your gas purchase 
contracts? 

MR. CORETTE: Not ours because we 
are not a natural gas company and consequently 
would not come under the FPC. 

Q. when you say you are not a natural 
gas company you mean within the meaning of the 
Natural Gas Act? 

MR, CORETTE: Exactly. 

Q. Does the question arise anywhere 
with the communities very close to the gas fields 
who desire to have a lower price than the price 
which you charge elsewhere to those who are further 
away from the field? 

MR, CORETTE: We have had no problem of 
that nature. Our entire State regulatory system 

historically is committed to what they call uniform 
rate, and in our electric operations we sell at 
exactly the same rate to all customers in the 
same classification without regard to how close 


or how far it is from the power plant. In the 
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gas business we do not have any uniform rate be- 
cause at the end of 1954 we purchased from Montana- 
Dakota Utilities Company their gas reserves and 
transmission lines and some distribution north 
of Greet Falls, Montana, and they had several 
different rates in that area and we have never 
gotten those onto the uniform rate. The Com- 
mission has been after us to do that and we are 
working on it. 

One exception I should give you, and 
that is Cutbank, Montana, which is in the heart 
of the field and Shelby, Montana. In those two 
areas there is definitely a feeling that they 
should have a lower rate than elsewhere in 
Montana. 
Qs It was just such spots as Cutbank 
I was thinking of but at the moment the consumers 
of gas in Cutbank pay exactly what they pay else- 
where in the State? 

MR. CORETTE: No, they do not, We do 
not serve Cutbank,. 

on You do not? 

MR, CORETTE: No. 

Q. You do serve a utility which serves 
Cutbank? 

MR. CORETTE: We have what you might 
call a standby contract with them and in the 


future we will be supplying some gas but they 
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have their own production, This year and all 
past years they supplied most of their require- 
ments from their own production, 

Qe This Anaconda Copper Company, is 
that the correct name? 

DA. “CORBMTTS : It is just the Anaconda 
Company. 

Q. Does it control the Montana Power 
Corporation? 

MR, CORETTE: No, it has no relationship 
with us at all except that of a purchaser of the 
products we sell. 

@. That company does not own your 
company nor does your company own Anaconda? 

MR, CORETTE: Thais *rigne, TI can 
say from my own knowledge that neither company 
has a single share of stock in the other company. 

THE ACTING CHAIRMAN: Mr, Britnell? 

MR. COMMISSIONER BRITNELL: Does your 
statement given in answer to the question of Mr.,. 
Patterson earlier that no one individual or com- 
pany probably holds more than one per cent or 
two per cent of the total stock hold for the 
voting stock taken separately? 

DMR "CORETTE Yes, 1% does. As a 
matter of fact I was thinking only of the voting 
stock. 


MR, COMMISSIONER BRITNELL: There are 
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two other points I would be very appreciative if you 
would ‘either verify or correct my arithmetic on. 

I should like to refer to Exhibit No. 4 and with 

it the answer to another question with respect to 
the total volume of gas taken by the Anaconda 
Company. Is it fair to assume that the Anaconda 
Company presently take and is expected to continue 
to take about one-third of the total annual market 
supply of all gas available to your company? 

MR. CORETTE: It is fair to assume that 
it takes that now and will continue for a very short 
time but our experience is that Anaconda'ts load does 
not grow as rapidly as the ordinary cities that we 
serve, Secondly, over a period of time Anaconda 
takes a constantly decreasing percentage of the 
total sales. 

MR, COMMISSIONER BRITNELL: That is the 
one you project at 1965? 

MR. CORETTE: Yes. If we projected here 
up to 1961 there would be a constantly declining 
percentage going to Anaconda wo. to 1961, and If 
Anaconda in 1961 does put into operation the new 
properties that it is contemplating then temporarily 
there would be an increase again and it would start 
to decrease again in percentage of the total. 

MR, COMMISSIONER BRITNELL: That is, at 
1965 it would be just about exactly one-third? 


MR, CORETTE: YOR: 
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MR. COMMISSIONER BRITNELL: From then 
on it would taper off? 

Mi.) COnertee That ae riche. ves. Theo 
has been our experience in the past. 

MR. COMMISSIONER BRITNELL: Now, just 
one more question and it relates to the same general 
area: is it fair to assume that the amount or pro- 
portion of your total gas supplies from Canada is 
about equal to the amount you supply to Anaconda 
and tne possible supplies which you may expect to 
get from the future apart from the Alberta and 
southern contract? Would it be just about the 
amount which you would expect to supply to 
Anaconda? 

Mi. COREBTTE: Lt Ls true. that in 1957 
our supplies to Anaconda, for delivery to Anaconda, 
exceeded only slightly the gas we took from 
Canada. In 1958, 1959 and 1960 there will be 
withdrawals from the Pakowki Lake area which will 
very materially exceed what we deliver to Anaconda 
and thereafter for at least a few years the 
Pakowki area will be supplying approximately the 
same amount we deliver to Anaconda. I should 
say this to you, under the regulation by the 
Montana Public Service Commission, Anaconda and 
large industrial customers are at the bottom of 
the totem pole. The Commission insists 


that all gas supplies be first dedicated to 
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residential and commercial customers so we look 
to this Canadian gas as primarily being for our 
residential and commercial customers. It is for 
all our customers, of course, and we would naturally 


like to continue to supply our industrial customers 
LOretworreesons: first, it is vitally important «to 
them and the second is, a gas company that had a 
commercial and residential load only would have 

an uneconomic situation, the load factor would be 
so low that the rate would be enormously high 

and it would be a very serious financial situation, 

THE ACTING CHAIRMAN: Me. badner? 

MR, COMMISSIONER LADNER: I also have 
one question: did your company contemplate or 
have in view extensions west of Montana? 

Mk "CORR TEA We do net. Sir. 

MR, COMMISSIONER LADNER: You have no 
relationship so far as that westerly course is 
concerned with the Pacific Gas and Electric? 

MA. CORERTTE: We have not. L might 
further add that we contemplate in Montana no 
major extensions of any kind, that there are 
only two or three communities in Montana that 
are not served with gas and if we did extend 
tor those: it “would “juet be a fraction,of our 
total gas business, so that the principal growth 
will be merely the growth which is experienced 


in the communities in Montana which are now already 
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served with gas. 

THE ACTING CHAIRMAN: Mr. Howland? 

MR, COMMISSIONER HOWLAND: tT have, a few 
small questions. What proportion of your present 
take of gas from Canada did you purchase through 
your subsidiary? 

MR. CORETTE: We have purchased all of 
it up until January of this year and in January of 
this year we first started taking deliveries 
from the two other companies which I mentioned, 

MR. COMMISSIONER HOWLAND: So it was 
wholly within the company bookkeeping what price 
you charged for your oe 

MR, CORETTE: Yes. 

MR. COMMISSIONER HOWLAND: You mentioned 
that subsequent to 1954 the railways had gone out of 
the steam locomotive into diesel engines? 

MR. CORETTE: It has been a gradual 
process, Norther Pacific has been going to diesel 
for at least the six or eight years to where now 
they have completely gone to diesel and I believe 
are not producing any coal from their large coal 
strip operation or if any it is down to a point 
where it is no longer practical or economically 
feasible to do it. 

MR. COMMISSIONER HOWLAND: What I am 
interested in is, you still plan, according to 


your projections here, to sell a great deal of gas 
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to Anaconda? 

MR, CORETTE: We plan and hope to supply 
their total requirements. 

MR, COMMISSIONER HOWLAND: L am trying 
to understand why you do that when coal is $1 a 
POMwa Gk ee) tore Do they have to have gas? 
Could they not use coal? 

MR, CORETTE: They could use coal, a8 
Sroka COrrecy One thine you said. Tila se COL 
Seo ts nou WOO Btu. ; Lh es aeouL oy OGO 
eee U's 

MR. COMMISSIONER HOWLAND: It is a little 
better than lignite, then? 

MR, CORETTE: Yes, and it would cost when 
the freight was added something more than gas to 
Anaconda at 26 cents, but there is another major 
and important reason and that is, Anaconda for 
thirty years has used gas at its smelters, refin- 
eries and mine heating plants and all the facilities 
are designed for the use of gas, and if you tore 
those out and went to coal it would be a very 
great change in the operation and in the physical 
situation in the plant. I have no idea what 
that would cost but certainly from the standpoint 
of space and accommodation and everything else it 
would be a major change. 

MR. COMMISSIONER HOWLAND: I understand 


that, but where is this coal in relation to Anaconda? 
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MRP SCORBDTE ss (fb "islae: pedlstriipy iMontana.. 
near Forsyth, Montana, which is roughly 300 miles 
from Anaconda's operations in Butte and East Helena. 

MR. COMMISSIONER HOWLAND: The $1 per 
tonhishatethe pit? 

MR.CORETTE: Yes, 

MR, COMMISSIONER HOWLAND: What does it 
cost to Anaconda? fama iittle confused, i 
thought the competitive price to Anaconda for 
gas and coal was to be determined at $1 a ton. 

That weirsanool > lwatuonito) Anaconda, (esi t? 

MR, CORETTE: No. In the figures I gave 
you where I arrived at a difference of about 17/100ths 
of one cent, IE added in the freight to the point where 
coal would be actually used, I added something 
over $4 per ton in freight. 

MR. COMMISSIONER HOWLAND: This would 
be about $5 coal? 

MR, CORETTE: Yes, it would be a little 
over $5 coal. 

MR, COMMISSIONER HOWLAND: 9,000) B.0.u. 
is expensive coal, at least in Alberta terms. 

Mn, CORBTTE: Well, itejust costs that 
much compared to what we hac. before, $4.80 at the 
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MR. COMMISSIONER HOWLAND: What I was 
going to ask you was this: if the other figures 
were the way I understood them, how can you take 
14¢ gas from the Canadian border or 24¢ gas under 
the Alberta and Southern contract, take it down 
and still meet the competition of $1 a ton? I 
can understand why you can meet the 5,900 B.T.U., 
which is very different. 

MR. CORETVE: If I have confused you, 
Me. Howland, I am very sorry. 2 thought [I was 
very specific in talking about $1 a ton at the mine. 
We take gas under our present-day cost and sell it 
to Anaconda at 26¢ and still do it at something 
less than the cost of that coal delivered to Ana- 
conda, which would be in the neighbourhood of $5.50 
a ton. 

MR. COMMISSIONER HOWLAND: Perhaps you 
will work that out for us when you give us the 
ehart? 

MR. CORETTE: Lt will be on the table 
which I will present. 

In 1961 when we get Alberta and Southern 
gas at 24¢, it will require an adjustment in our 
rates to Anaconda as well as to other customers, 
and how it will compare to the coal situation, I 
just do not know. It will depend on so many ele- 
ments. It will mean that Alberta and Southern gas 


will have to be mixed in with all our other gas 
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from Canada and Montana and we will have to have 
anvaverape price on 1t.,. We aré going to try and 
keep that Anaconda business because it is vitally 
important to our other customers that we do keep 
it, but we have made no studies as to what the 
comparative cost would be in this. 

MR. COMMISSIONER HOWLAND: Just one 
small question, carrying on from. what my colleague, 
Dee Drone l), was “asking yous . iby inp carion 2s 
there any extension intent of the contract period? 
That, eLtectively, would have to carry on for quite 
a long time because you are building up a much 
Breater proportion of your? total from Canada and, 
consequently, the portion you forecast for Anaconda 
remains fairly constant and is a big factor for the 
industrial portion. 

MR. CORETTE: I am not sure I understand 
your question. 

MR. COMMISSIONER HOWLAND: I believe 
this contract you have for export terminates within 
a year or two? 

MR. CORETTE: 1960. 

MR. COMMISSIONER HOWLAND: Effectively, 
under your figures, it is renewed, which amounts 
to a renewal for a fairly considerable period be-= 
cause you are ee up a greater dependence on 
Canada in the future than you have had in the 
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MR. CORETTE: I would say we are con- 
Stantly becoming more dependent on Canada by 
reason of the physical facts of the situation, 

MR, COMMISSIONER HOWLAND: One other 
question: this is just an explanation in my mind 
as I was listening to your fine presentation to 
us this morning. I see that two-thirds of your 
business is the generation of electricity. 

MR. CORETTE: Yes. 

MR, COMMISSIONER HOWLAND: Have you ever 
looked at the economics of generating electricity 
at your gasfield and shipping your electricity 
across, the border? I know we have a one-year 
permit on that but assume that that is not there; 
is it sound, econoniealily, would it be, Tor you 
to generate power this side of the border and send 
it across, or are the economics unsound? 

MR. CORETTE : The economics would depend 
entirely on the cost of fuel at each steam plant 
and on the cost of transmission to your market 
centre. 

MR. COMMISSIONER HOWLAND: I realize that 
it is pithead power versus location at the market. 
I just would be very interested if you ever sot 
around to thinking about that to see what the evi- 
dence would be. 

MR. CORETTE: This. might interest you: 


there was a source that studied the problem of 
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developing electricity from coal in the Crowsnest 
Pass area and Fernie area, They contacted com- 
panies in the United States and their plan was to 
develop electricity here. AS my “‘recollectron “Ls, 
the economics did not show the price was quite as 
low as if the power was generated in the United 
poaves.,’ It'is, actually,.a question of fuel price 
and transmission costs. It is easy to conceive 
conditions where economics might justify developing 
the’ electricity in Canada and transmitting it to 
the United States. So far, no plan has been 
developed. 

MR. COMMISSIONER HOWLAND: You have not 
studied that? 

MR s “CORBTTE: Noy andl dornot..knoewros 
any except these companies who based their study on 
using coal in Canada. 

THE ACTING CHAIRMAN: Mr. Corette, we 
wish to express our thanks to you and your assoc- 
iates for presenting this brief. Next week we 
will have more time and we will study it and we 
Will Pile et with whe other briefs. 

Gentlemen, this brings to a close our 
hearings in Calgary. We have been here exactly 
four weeks this afternoon. 

When we are at our homes in the East, 
we speak about millions, but here we learned about 


billions and trillions and the way this Province 
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is going ahead, I would not surprised, on our next 
trip, that we will have to increase the word 
trillion to google. This is a figure with one 
hundred noughts and, according to our economists, 
it is recognized mathematics. 

On behalf of our Commission I wish to ex- 
press our sincere thanks to the authorities that 
have put this auditorium at our disposal. 

We have felt at home in Calgary and, per- 
sonally, I have been much impressed to see so many 
people coming from the Maritime Provinces. 

What will come out of this Commission, we 
do not yet know, but we expect something good. We 
are beginning to realize we are, probably, five years 
late when we read in the paper that there is legis- 
lation existing in other countries that does not 
exist in Canada. 

To the oil and gas people I think we can 
say, remain optimistic. I always tell the people in 
my office that it is better to be optimistic and be 
wrong than be pessimistic and be right. 

To the people of the press we wish to 
express our thanks. 

When we are asked by the Prime Minister 
to be part of this Commission, no matter what our 
politics are, it is our duty to accept the expression 
of confidence in so important a matter right now. 


— We will be back in Calgary around the 
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eOth of April if it is agreeable. We are all 
working on this together, and I, myself, had to 
cancel my trip down south. 

For now we will just say au revoir. 


---Whereupon the hearings were adjourned at 12.40 
Dyn. 
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April 14, 1958 


THE CHAIRMAN: Good morning, everybody; 
before we open the hearings of the Commission in 
Regina, on behalf of the’ Commission I want to say 
how happy we are to be in this beautiful Province 
of Saskatchewan in this City of Regina, and if your 
weather is like this all the year round I think it 
would be a very good idea if we stayed here. We are 
very happy to be here. 

I understand the Hon. J.H. Brockelbank, 
Minister of Mineral Resources, would like to say a 
word. 

MR. BROCKELBANK : Thank you, Mr.Chairman 
and Commissioners. The weather which we regard very 
favourably at the moment, I might just mention that 
this is the week the Provincial Government is running 
the weather. 

First of all, I want to express the regrets 
of the Premier that he cannot be here to bid the 
Commission welcome. The Premier and the Provincial 
Treasurer, Mr. Fines, are both in Eastern Canada just 
in case they find any dams or northern roads or sub- 
stantial amounts of money that are not nailed down. 

I am sure we all wish them success, but they being 
away, it is my good fortune to have the privitese-or 
welcoming you to Saskatchewan and to our capital 

cate vias We can certainly say we are giving you our 
warmest Prairie welcome. I am sure that Saskatche- 
wan and our people, too, appreciate the oppor- 
tunity to sp2ak about the problems which are provin= 
eial and national before such an important forum as 
this Royal Commission on Energy. 


We have had in Canada, for a good many 
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years now, a Dominion Coal Board, and many people 

are well acquainted with the activities of that 

Boer se tusts NOL, an authority to invade Provincial 
Cigeus Or Provingial fields; it is to look at. the whole 
national picture and to recommend national policies. 
Coal, of course, is an important part of our energy 
Bources. DUC aC 1s still loniy <a. part. “Ll am of) te 
opinion that the national interests in our energy 
sources should be known. 

So we appreciate very much this step in that 
direction. I think that all Provinces would want to 
have before them a picture of the national interest 
when they devise their policies. Any national energy 
organization, of course, should have the power to over- 
mide Frovincial) jJurisdictzen, snd 1 do nov think. suen 
power is necessary in any sense of the word, but 
national policies, undoubtedly, should be designed to 
create incentives by various means. TDS. sy cleoriie. 
should be sufficient. 

This presentation at this time is confined 
to oil and natural gas. I just want to point out that 
we do have in our Province other energy sources; a 
very substantial amount of coal; we have substantial 
uranium reserves, uranium ores in this Province and, 
of course, we do have some waterpower, but we are not 
as greatly blessed as some Provinces in that respect, 
but still we do have some of it. 

| Now, our presentation to you today is not 
a short one. We considered it necessary to put the 
whole story together regarding the administration 
of these energy resources, their management and 


their conservation and uses. We have endeavoured 
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to put it altogether in such a form as will be most 
useful to your Commission. Certainly we present it 
with the greatest sincerity. We will certainly wel- 
come any questions and supplementary discussions as 
we go along. 

Our brief is composed of an introduction 
and three parts. The introduction is comparatively 
short. Part 1 deals with petroleum development and 
is quite lengthy; part 2 deals with transport and 
marketing; the third, with natural gas distribution 
and supply. 

i think, Mr. Chairman, thet +6 42). benave is 
say at the present, except to repeat our pleasure at 
having you with us on this occasion, and to hope 
that your sojourn here in Regina will be both plea- 
sant and profitable. 

Thank you very much. 

THE CHAIRMAN: Thank you very much, Mr. 
Minister. 

Gentlemen, I do not think it will be neces- 
sary for us at the commencement of this hearing to 
read the Terms of Reference to the Commission that we 
read at the opening of the hearings in Calgary in 
February and are on the transcript. I think you 
would agree with that, sir, from the point of view 
of the Government that you do not desire us to put 
that on the record again. 

Mr. Patterson, I think, possibly, you 
might ascertain what counsel are here and whom 
they represent, and outline the procedure that we 
propose to follow in connection with the hearing to- 


day. 
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MR. PATTERSON: Thank you, Mr. Chairman. 

We propose, in connection with the hearing 
today, in dealing with the Saskatchewan brief, to 
follow the procedure of asking Mr. Brockelbank to 
read the introduction, and then we are going to take 
the brief as read to page 36, 

Previously we did not do that, mainly because 
there was so little time for the Commission to have 
the opportunity to read the briefs, but we have now 
had an opportunity to do so and as the brief is being 
read, we propose, if I feel I would like to ask a 
question and engender some discussion with Mr. Brockel- 
bank, to carry on that way and, perhaps, interrupt 
the reading of the brief and the Commissioners will 
do the same as the brief is being read. 

Then, of course, at the end of the reading 
of the brief if there are some matters on which we 
would like further explanation, we understand there 
are many of the technical people here who can assist 
us with these problems. 

Tn. think thisyis a sufficient explanacion 
of.our intention, .so...far as handling this brief is 
concerned. 

Before we call on Mr. Brockelbank to read, 
I would appreciate it if counsel who are here would 
rise and give their names and the names of the persons 
for whom they are appearing. 

Wall.you start, Mr. Gebhard? 

MR. GEBHARD: My name is J.E. Gebhard. 

I am appearing on behalf of the Government of 
Saskatchewan. 


MR, TYREMAIN: My name is D.M. Tyremain. 
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Mr. A. McPherson who, unfortunately, is not able to 
be here today, but will be here tomorrow, will be 
associated with me, and we will represent the Saskat- 
chewan Division of the Canadian Petroleum Association 
Producers and Westpur Pipeline, who have a brief to- 
gether, and Tidewater O11 Company. 

Thank you very much. 

THE CHAIRMAN: Are there any other counsel 
present? 

MR. MOFFAT: My name is Robert E. Moffat, 
representing the Province of Manitoba here today on 
a watching brief and to get some insight as to your 
procedures to be applied when you arrive in Winnipeg, 
and with me is Mr. Keyes and Mr. Nelson. 

THE CHAIRMAN: Thank you very much, Mr. 
Moffat. That is fair enough. 

MR. GANNE: My name is L.G. Ganne, repre- 
senting the Saskatchewan Power Corporation. 

THE CHAIRMAN: Are there any other counsel? 

MR. MATHIESON: My name is D.L. Mathieson. 
Mr. Chairman, do you wish the name of counsel who are 
not formally appearing? 

THE CHALRMAN: Only those who jare. appear- 
ing formally or acting by way of a watching brief or 
otherwise, although we are not too concerned with 
those who are on a watching brief. 

MR. MATHIESON: However, I will give my 
name. It is D.L. Mathieson of the Interprovincial 
Pipeline. 

MR, PATTERSON: if tnere are, no further 
counsel, I might explain our method of marking ex- 


hibits and ask for the marking of the first brief. 
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We propose to use the system of the initial of the 
city, in this case "R", the date, and then the number 
ie ie cxOloly ac they come in from day to days and 
I would, therefore, ask Mr. Belanger, as clerk, to 
mark as Exhibit R-14-1 the brief of the Government 
of the Province of Saskatchewan, and there are a num- 
ber of appendices with that brief referred to 
throughout the brief and listed in the table of con- 
tents, and I suggest, since we have all of those that, 
rather than stop during the reading, as they are re- 
ferred to that we simply request them to be put in 
as appendices to R-l4-1. 

THE CHAIRMAN: In other words, they will not 
be different Exhibits, they will be part of R-14-1. 

Mr. Minister, would you like to proceed: 

MR. GEBHARD: Mr. Chairman, before the Minis- 
ter proceeds, we have a few small minor changes to 
Exhibit R-14-1. We have prepared a small notice, and 
we would like to give a copy of that to the Commis- 
stoners to file. 

THE CHAIRMAN: I suppose it should go in 
aS Exhibit R-14-0, af you, will) tile 20 with ie. 
Belanger. Do you have extra copies? 


MR. GEBHARD: Yes, we do have. 
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Supmission of 


THE GOVERNMENT OF SASKATCHEWAN 


APPEARANCES: 

Hon. J.H. Brockelbank - Minister of Mineral 
Resources. 

Hon.) oh, Brown - Minister in Charge 
of Power Corporation. 

Mr.ud.G. Gebhard - Appearing on behalf 
of the Government of 
Saskatchewan. 

Mr. A.J. Williams - Division of Petroleum 


and Natural Gas. 


Mr. Davis Cass-Beggs - General Manager, 
Power Corporation. 


Die Di ot.e Bleck - Director of the Indus- 


trial Development 
Office. 


is tamed 
ait ! — 


ee" fail Tig Be | YOR a Seas 
pal on 0 a oe eel a, 
vl 3 ie nine Bee 


Ne 


if Hong doy) Mates OR 
Ag’, DEG AR 
OY OHS 


o) 
a a at ee ae 


: “on P r ey 


el) ratte Ay eee Oe 


a t Nh ae 
f : Paha! : 


amet itew iA 2) 


- a ; . 
ye ageeG-az BO. al ved. 7h 
4 ie , y i 
- es Oe, ¢ ies 1 fy 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 2930 


MR. BROCKELBANK: Policies relating to the 
production, distribution and consumption of energy 
are of strategic importance tothe economic development 
of Canada as a whole and, particularly to the balanced 
growth of rggional economies within Canada. 

It is inconceivable, of course, that the 
second of these conditions -- that is, balanced re- 
gional development -- can be achieved without a sat- 
isfactory rate of progress nationally. For the parts 
to grow and prosper necessarily implies total growth 
and prosperity. It is possible, however, to maintain 
an apparently adequate rate of growth in terms of 
national averages without at the same time lessening 
regional disparities. Comparisons of per capita 
personal income by provinces over the past quarter 


century indicate that this has, indeed, been the course 


of development in Canada. In the period 1929-34, 
per capita incomes by provinces ranged from 27 per 
cent above to 48 per cent below the national average. 
Over the succeeding two decades the national average 
income per capita rose sharply. Nevertheless, in the 
period 1950-54, per capital income in the least 
prosperous province was still 45 per cent below the 
national average while the highest province stood 20 
per cent above. Despite a high rate of national 
economic .expansion, therefore, it is quite conclusive 
that certain regions of Canada remain relatively under- 
developed. 

In light of this, the well-established 
relationship between energy consumption and economic 
growth is significant. As pointed out by Davis in 


the report "Canadian Energy Prospects": 
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With few exceptions, countries reporting a high 
per capita usage (of energy) are anong the most 
productive. Putting energy to work intensively, 
they are also the ones enjoying the highest 
standard of living.Menyv of the world's fuel and 
power exporting regions, on the other hand, are 
well down the income scale. (Davis, John, 
Canadian Energy Prospects, Royal Commission on 
Canada's Economic Prospects, Queen's Printer, 
CUGewor LON ay =. to) 
Thus, if we are to consider the impact of energy 
policy on living standards, it is in the area of con- 
sumption and use that we mnust look first. Asa 
nation, Canada stands relatively high, both in per 
capita income and in per capita use of energy. In- 
deed, Canada and the United States together, with little 
more than ten per cent of the population in the non- 
Communist world, account for over half of its total 
energy usage. Yet within Canada, as we have pointed 
out, wide regional disparities in per capita income 
persist. Moreover, the three provinces with highest 
per capita income -- Ontario, British Columbia, and 
Alberta -- are also the three highest in energy con- 
sumption per capita. Only one of these, Alberta, ranks 
high on the list of Canadian provinces as producers 
of energy. (Ibid, p. 44) 

In matters of energy policy, then, Saskat- 
chewan's primary interest is on the side of energy con- 
sumption. Here we are particularly concerned with the 
conditions under which energy is made available for 
use. Continuity of service,quality and, of course, 


price are critical determinants of consumption. In 
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this connection, it is significant to note that 
Canadians devote a relatively large share of their 
national income to the purchase of energy. To quote 
Davis once again: 
Few ofher countries spend more of their income 
on fuel and power. Total outlays on this account 
are presently in the order of 10 per cent of the 
nation's output of goods and services. The corres- 
ponding figure for the United States has for many 


years ranged between ;6 and 7 per cent. The 


quantities of energy used in both countries are 
about the same per unit of Gross National Product. 
The difference therefore is primarily one of price. 


Even now consumers in this country are paying up 


to 50 per cent more for their energy than con- 
sumers in the United States. (Ibid, p. 1.) 
There are some indications that this price disadvan- 


tage is decreasing, particularly in Western Canada. 


Nevertheless, Canadian geography and climate, as well 


as the distribution of our fuel and power resources, 


would indicate a price for energy which will continue 


relatively high for some time to come. 


Demand for Energy in Saskatchewan 

Present demand for energy in Saskatchewan is 
distributed among a wide range of applications. The 
more important include the following: 

Space Heating. Saskatchewan's long and wind- 
ehilla@d winters make space heating requirements uni- 
versally high. Private homes, commercial and in- 
dustrial establishments, and public institutions all 
require substantial quantities of fuel for heating 


purposes. For many years coal and wood supplied the 
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major portion of space heating requirements. Since 
World War II, however, oil and propane have captured 
an ever-increasing share of the space heating market. 
More recently, in many urban areas, natural gas has 
begun to supply a large part of this requirement. 

Other Domestic Uses. One important indi- 
eator of improved levels of living is the greater use 
of energy in the home. Saskatchewan is still under- 
going a major transition fron coal, wood and kerosene 
to more efficient forms of fuel for cooking, light- 
ing an. other household tasks. The extension of 
electric power to nearly all urban residents and to a 
growing number of farm homes has undoubtedly been the 
most important single improvement in this field. 
Saskatchewan has lagged behind in the per capita Jomes- 
tic use of electric power, but the rate of increase in 
consumption is now at a relatively high level. 

Farm Production. In no other area of Canada 
has power been applied to farming in as large a neasure 
as in Saskatchewan. Among the province's industries, 
agriculture is the largest user of energy, primarily 
in the form of refined petroleum products. The broad 
level expanse of the prairie has proved ideally suited 
to large tractor driven units -- units which have 
multiplied the productivity of farm labour. Under the 
impact of mechanization, the average size of farm units 
in Saskatchewan had grown to over 600 acres by 1556. 

While the increase in farm size has improved 
the efficiency of farm production it has complicated 
the provision of another important energy source to 
farms. At the eni of World War II only a handful of 


farms were served by high line electric power. Because 
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of the widely scattered distribution of farm homes 

and their shrinking numbers, distribution costs per 
customer are extremely high. Despite the difficulties, 
more than 46,000 farm homes are now serves by the 
Saskatchewan Power Corporation and the use of electric 
power in farm production is steadily growing. Never- 
theless, the continuing high distribution cost em- 
phasizes the need for low-cost power production at a 
number of widely separated points in the province. 

Industrial production. Although agriculture 
is and will continue for many years to be the mainstay 
of Saskatchewan's economy, non-agricultural industry 
has been growing in importance since 1945. In the 
past few years the pace of industrial expansion has 
quickened. O21 and gas exploration and development, 
uranium, potash and other primary industries have ex- 
panded rapidly. Construction has continued at a high 
level. Secondary manufacturing and commercial ex- 
pansion have tended to keep pace. In all, power demands 
for non-agricultural industry are increasing at a 
relatively rapid rate. 

Transportation. In common with other Cana- 
dians, Saskatchewan residents are using more highway 
transportation each year. Improved incomes, better 
roads, and the extreme dispersal of population in the 
province are some of the more important factors here. 
Vehicle registrations have doubled since 1945, with 
the result that Saskatchewan now has one of the high- 
est ratios of motor vehicles to population in Canada. 
Consequently, the province has experienced a steeply 
rising trend in the consumption of motor fuel and 


lubricants. 
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Taken together, these various trénds in- 
dicate continuing rapid growth in the per capita. 
demand for energy in Saskatchewan. Combined with a 
projected population increase, they provide a basis 
for estimating future energy requirements. The follow- 
ing table, prepared in 1955, estimates the anticipated 
annual deman’ for energy of all types at ten year in- 


tervals over the period to 1985. 


Year Billions of BOU's 
LoD 53,006 
1965 217,000 
1975 389,000 
1985 577, 000 


The total consumption of energy during the 30 year 
period on this basis would be 9,900,000 billion B.T.U's. 
(Prospects for Economic Growth in Saskatchewan, Sub- 
mission by the Government of Saskatchewan to the Royal 
Commission onCanada's Economic Prospects, 1955, p. 77.) 
Energy Sources 

To what extent can Saskatchewan expect to meet 
these future requirements from its own energy re- 
sources? In the main, Saskatchewan is generously en- 
dowed with fossil ana nuclear fuels. Lignite coal and 
petroleum occur over a considerable portion of the 
southern part of the Province. Natural gas fields 
have been tapped in the west and southwest, and gas 
is also associated with oil in some fields. Large 
uranium deposits are available in the far North. Few 
provinces at this time show more promise as producers 
of these fuels than Saskatchewan. 

Unlike many Canadian regions, however, 
Saskatchewan is seriously deficient in cheap hycro- 


electric power. Not only are available sites few but 
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they are, for the most part, fairly remote from centres 
of population. Saskatchewan has felt this deficiency 
keenly, particularly because cheap electrical energy 
plays such an important vole in extending the ameni- 
ties of modern life to the province's consumers. We 
believe that any national energy policy directed towaris 
balanced regional development must take into account 
the distribution of hydro-electric resources. 

While Saskatchewan is primarily concerned 
with exploiting anu conserving its energy resources in 
such a way that chey may be efficiently utilized in 
meeting its own growing consumption needs, this does not 
imply a lack of concern for the province's pasition 
as an important producer and exporter of energy 
materials. Saskatchewan is now ranked fourth among 
the Canadian provinces as a producer of energy, and 
the coal petroleum and uranium industries have come 
to occupy an exceptionally important place in the 
economy of this province. The larger part of the coal 
and crude oil output, and all of the uranium salts, must 
move to markets beyond the province. Consequently 
Saskatchewan has a vital interest in national policies 
wiich will help to enlarge these markets and generally 
to stimulate the further growth of its energy produc- 
ing industries. 

Scope of the Present Submission 

It seems clear from its terms of reference 
that the Royal Commission on Energy is required to 
undertake a very broad assessment of all phases of . 
energy supply and demand in Canada. The complexities 
of such a broad inquiry are self-evident. They are 


obviously intensified by the close interrelationships 
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between the various forms and various end uses of 
energy. 

The Commission, however, has indicated to 
us that the initial stages of its investigations are 
being confined primarily to matters relating to 
petroleum and natural gas. The present submission, 
therefore, is similarly restricted, and is divided 
into tnree main parts. The first is concerned with 
the development of petroleum exploration, production 
and administration in Saskatchewan. The second has 
reference to the pipeline transportation and marketing 
of crude oil and to certain problems arising therefrom. 
The third covers questions relating to the distribu- 
tion, demand for, and supply of natural gas. 

It is understood that at a later jate the 
Commission will give attention to other forms of 
energy. At that time the Government of Saskatchewan 
would propose to submit material specifically relat- 
ing to coal, electric energy and radio-active miner- 
als. It would also hope to submit observations on 
matters of general policy such as income tax in- 
centives in facilitating Canadian mineral development, 
the question of a national energy authority, and the 
overall development of energy use and supply in Canada. 


Thank you, Mr. Chairman. 
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THE CHAIRMAN: Thank you very much, Mr, 
Brockelbank. I wonder if this would not pe a useful 
point at which to discuss for the moment the very 
last sentence. I think probably some of the fault 
lies on the shoulders of the Commission in that 
regard: we did ask the Province to submit primarily 
its views with respect to oil and natural gas. We 
would like to have as soon as you feel you nae prop- 
erly do so, sir, the Province's views with respect 
to the question of a National Energy Authority, and 
I am wondering - while I don't want to press you at 
all on it - whether as a matter of practical affairs 
and being realistic about it how much time would be 
required for the Province to put those views down on 
paper for us? Can you give us any idea on that? I 
think we must take some blame for this, Mr. Minister. 

MR. GEBHARD: I believe it would take a 
little time, Mr. Chairman. One of the main reasons 
why no reference has been made to the proposed National 
Energy Authority is that it was believed by the Province 
that we would have to consider all forms of energy be- 
fore we could really make any comment on this proposal. 

THE CHAIRMAN: Let me define it for you: 
could the Province let us have its views with respect 
to a National Energy Authority, bearing in mind only 
at the moment, if you feel that all sources of energy 
should be brought into it, confining it for the time 
being to oil and natural gas. There is this specific 
reference to the Commission in the Order in Council 
under which the Commission is established dealing with 
the procedure -- and I am speaking from recollection 
now -- and administrative set-up of a National Energy 


Board - so-called. We have asked certain of those 
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who have already come before the Commission to let 
us have their views in writing with respect to any 
such regulation. That has applied to the natural 
gas and also we nave asked the oil companies to do 
the same thing, and we will be having hearings -- 
and the Secretary will correct me if I am wrong on 
this - in Toronto starting early in July; we are 
going to the west coast and then to Calgary from 
Regina, and we have asked various interested bodies 
to give us their views not later than that time on 
that term of the reference to the Commission, deal- 
ing with the oil and natural gas only. 

MR. BROCKELBANK: I think by that time 
certainly we could have our opinions expressed in 
writing for you. I don't think there would be any 
difficulty in that. 

THE CHAIRMAN: I would hope not, Mr. 
Minister. 

MR. BROCKELBANK: Probably earlier. 

THE CHAIRMAN: Yes, if we could have them 
early in June? 

MR. BROCKELBANK: Yes, I think so. 

THE CHATRMAN: I don't think we need to 
have any formal hearing, if it could be submitted 
in writing to the Secretary. 

MR. GEBHARD: Very good. 

THE CHAIRMAN: Mr. Minister, on page V, I 
was interested in your submission that, "We believe 
that any National Energy policy directed towards bal- 
anced regional development must take into account the 
distribution of hydro electric resources." - which, I 


assume, you mean throughout the provinces in Canada? 


tits 
KD 
ee hier 1 
ook 
¥ 


ene 


ra 


er) 


Po airs eee, mer Om Le: Dee BEE 
+ oo wiLiGee anh Ei: we BAe een SAee. 
ere MAR Se in teouse Tse weteuss® sat 

De We Py i ee OTHOOT, Ah 
Ree lke pie Cea hee Jf oho Thee Ans OF Q 


g 


emt gucted age Yesele ¢ 


iow of eeade alent a 


cs 


: ine 8 
bed Dee natant, seme! | 


t are? eA 
' brant ¥ | 


Tae eA 


or Le . 
tia Pog ars ‘ 
nn ay 
( 
“ we * 
mY 
» 
iy aay By! jy 
Shy PT ligt Sata Tak i 
PMs MEO, j K 
Pres 
a b i ee te) i, . is uni 
a a 3 AS H ‘ Rass 3 i, we hy shee iy aha! a4) yy 
; 
7 Bet ae vere 
he 7 oO APeay an teaine 8 
SF Sony Bas. Ee atl ea Qa a 1 el 
Pacer, Canes, ee et eee Snes Sty . we: 
he * ‘ 
eer ft x a, ; iy eae? hire 
Sa eek A AME AL i pepe an est 
) ice trl Peek oS 
agen’ “4 ele = 
‘¢ the, £TE Pee 
Ces At Oe la Ce ciG 
CS i ae gn ce “ey Ue. 
ee UN gale ees 2 wines Pie 
r r * Pet ee ye. 
i it 4 we ue aoe pire 
vere re Sy . = Ke , 7 Ce 
“ae Sr] ash oat? a! Pea i era ar Virb rs ae 
UTED to res LE ip ky SR | gE MCE ee an Soe 
Per, vem 
ee: Kil aime be patie Te Aas = rete 
e. ee Et ic wey $ ahd de ME Sad we 
ecee eee TRA 
Fe rth eee as 
2. 4 aS of i yet og 
i” . B WS We 
Sr) Ge ft ra" a 
ae, es Rae ts bee 
I a nal te , 
re ee Oe a ee te ee oe 
ie ote “he il Gye MORE dae ae 
s3 1 apes oH 
: , P fe ae ihe ad fata MD xigeste’ vale 
: ioe fe & PO ee AGRE. t 
= lh 
Nate ae eos eet r be eceeddn ) etd Ne ws i AE 
Ra oe SPOS eee See SAGE ro 
. . » 


on 
Fe 


ANGUS, STONEHOUSE & CO. LTD. 2940 
TORONTO, ONTARIO 


MR. BROCKELBANK: Yes, 

THE CHAIRMAN: And I am wondering, behind 
that, what would you visualize, or how would you 
visualize that could be done having regard to the 
fact the provinces themselves have control of their 
own natural resources? What field is there for the 
Dominion Government in that? 

MR. BROCKELBANK: Mr, Chairman, it is 
ratner difficult to answer a question like this. 

I know we cannot move the hydro electric sources of 
power to make an even distribution of them across 

the country, but I think national policies could be 
devised to encourage the making available other 
sources of power in those areas where there was defi- 
ciency. We are not particularly speaking on our own 
benalf, because, as we have already stated, we have 
been fairly well blessed with power. One example 
that might be quoted that is actually taking place 

is the assistance in the Maritimes for the develop- 
ment of power there where the hydro sites were not 
easily developed, and helps to make up for a defi- 
ciency that might otherwise have existed. However, 
the only thing I covld see at the moment is the possi- 
bility of incentives put into effect by the National 
Government to at least make it easy, or easier, 

shall we say, for sources of energy to be supplied 

in those areas of deficiency of hydro electric to 
make up for it. 

THE CHAIRMAN: Do you confine it to a hydro 
electric? 

MR. BROCKELBANK: No, I would not. 

THE CHAIRMAN: By the same reason wouldn't 
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you say oil and gas and other sources of energy, with 
which Saskatchewan and western provinces are blessed, 
could be made available to the other provinces where 

they are deficient in that source of energ7? 

MR. BROCKELBANK: Yes, certainly, we are 
certainly very interested in supplying them. 

THE CHAIRMAN: But I am just wondering how 
you can work out a national energy policy, and I am 
trying to get a little help for the Commission on 
that, when, surely, all the Dominion can do is to 
have some kind of advisory and co-operative juris- 
diction; isn't that right? If Saskatchewan said, 
"We don't want to develop our gas or our oil", how 
can the national interest as distinct from the pro- 
vinecial interest be met? 

MR. BROCKELBANK: I can hardly conceive 
of the province not wanting to develop its re- 
sources. I think an example of a national policy 
that did effect distribution of energy sources is 
the coal policy and the subdvention on coal, which 
meant that Canadian coal to a much greater extent 
was used in central Canada. Incentives don't have 


to be in that form always - of a subvention or 


something like that. There are other ways - in 
assisting in transportation, and so forth. 

THE CHAIRMAN: If the national interest 
called upon Saskatchewan oil going east, how would 
Saskatchewan feel about that when the major portion 
of its oil that leaves the Province goes down 
across the border? The price may not be the same. 
I don't know - I am trying to find out just exactly 


how a national energy policy can be worked out, 


looking towards balanced regional development, and 
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taking into account the poor and rich portions of 
the country in energy. 

MR. BROCKELBANK: Of course, there has been 
a great deal done already to distribute power or en- 
ergy. 

THE CHAIRMAN: Oh, yes. 

MR. BROCKELBANK: The Interprovincial 
Pipeline, for example, which takes oil from the west 
to eastern Canada, and now the Trans Canada Gas 
Pipeline. 

THE CHAIRMAN: But you don't like the 
Trans Canada, according to the brief, 

MR. BROCKELBANK: Oh, we like Trans 
Canada Pipeline. 

THE CHAIRMAN: Or the price. 

MR. BROCKELBANK: Let us not throw out the 
baby because there is a little something in the bath 
water. 

MR. COMMISSIONER HARDY: Mr. Chairman, be- 
fore we leave that point, I notice, Mr. Brockelbank, 
you use the term "incentive". You like to see in- 
centive provided for better internal distribution; 
you use that word deliberately rather than "control"? 

MR. BROCKELBANK: Yes, abdsolutely. 

MR. COMMISSIONER HARDY: You accept incen- 
tive but not control? 

MR. BROCKELBANK: Yes, I don't think it is 
going to be necessary, because the Canadian provinces - 
and I can certainly speak for ourselves here - cer- 
tainly, we are Saskatchewan, but we are also part of 


Canada and we are interested in Canada, and if it 


comes to a question, we would much prefer on equal 
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terms to supply some of our goods to other parts of 
Canada for their benefit than to export them any place 
else. We have a national interest, and if the pro- 
vinees have the national picture before them, and then, 
probably, where needed some incentives of various 
kinds, you can rely upon it that --- 

MR. COMMISSIONER HARDY: Yes, but would you 
go so far as to say that you would market your energy 
in the same way you have to market your wheat? 

MR. BROCKELBANK: I never thought of com- 
paring those two. 

MR. COMMISSIONER HARDY: I don't want to 
embarrass you at all. 

MR. BROCKELBANK: No, but I wouldn't think 
the comparison would be very good. 

THE CHAIRMAN: Well, just for diversifi- 
cation, somebody has suggested it will not be long 
before wheat is going from western Canada to the east 
by way of pipeline. 

MR. BROCKELBANK: Probably, but mention was 
made of some of our oil resources, and crude oil has 
got to go to market where the products of that crude 
can be used, and so this market we are enjoying now 
in the north central States for some of our crude oil 
is a natural market where they can use or come close 
to using all of the products from that crude oil; that 
and distance, of course, are the factors that are very 
important. 

THE CHAIRMAN: It is difficult, though, to 
Visualize an incentive - to come back to Dr. Hardy's 
question - that does not involve monetary payment or 


consideration of some kind, isn't it? 
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MR, BROCKELBANK: Yes. 

THE CHAIRMAN: when you get right down to 
1% 

MR. BROCKELBANK: Yes, that is vight; that 
is absolutely correct, but I also think it would be 
unfair to compel any province, in the national inter- 
est, to suffer a loss. National policies should be 
put into effect at the cost of the nation, not at the 


cost of any province. 
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THE CHAIRMAN: To come to that for a 
moment, if you had an export market for a source of 
energy and the price to be received was greater than 
could be received in some other part of Canada for 
the sale of that like product, would the national 
interest come ahead of the economic interest in such 
a case? 

MR. BROCKELBANK: That would definitely be 
a question for the nation to decide and if the nation 
were willing to pay the price, all right. 

THE CHAIRMAN: Well, there, I suppose, the 
practical answer is that the Dominion would have the 
last say in that any energy can only be exported out 


of the country on the issuance of a permit from the 


Federal Government. That would be the practical answer, 


would it not? 

MR. BROCKELBANK: No, I would like to make 
a little reservation there, too, because we on the 
Prairies and in Saskatchewan in particular feel a 
little bit delicate about national policies in Canada. 
We have had national policies that have not been to 
our best interests, and that includes the effect that 
the national policy has had on our markets, both 
buying and selling, so we would certainly want to 
take a second look at that one. 

THE CHAIRMAN: But is that not the situa- 
tion, Mr. Minister, that you take your source of 
energy, whether oil or gas or electricity, and ey 
ean only go out of the country, in the final analy- 
sis, with an export permit issued not merely by the 
Province but also by the Federal Government, so it 


does have that restriction? 
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MR. BROCKELBANK: Well) Leu Meio lie tae 
way, that if the permission to export our medium 
crudes, medium sour crudes, to the Minneapolis area 
was withheld and there was no other market avail- 
able as good, we would certainly be inclined to raise 
some noise about it. 

THE CHAIRMAN: You mean from the point of 
view of price? 

MR. BROCKELBANK: Quantity and price. 

THE CHAIRMAN: Certainly. Then you would 
be against a two-price system, one price for domestic 
Saad One Price for export, 16. that so? 

MR, BROCKELBANK: Well, I am not against 
anything, provided that we get a fair deal out.of it. 

THE CHAIRMAN: All those factors come into 
the export problem, you see, and there is your problem 
of raising the price to the local consumer at the ex- 
pense of the export, that the greater demand created 
by the export increases the price within the Province, 
and the local consumer has either got to be subsi- 
dized in some way or pay a higher price. Is that 
not right? 

MR. BROCKELBANK: Right; but in ot), sac- 
tually, the world market, after the construction of 
the interprovincial pipeline, that puts down the 
price of the oil to the local consumers, because we 
met a world market in Sarnia and then the price was 
worked back to the West from that. 

THE CHAIRMAN: But if that market could 
be enlarged for Saskatchewan oil, with a slightly 
less price to the producer in Saskatchewan, would 


that be against the national interest? 
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MR. BROCKELBANK: Well, I don't know that 
it would be against the national interest; it might be 
against the producers' interest. It would depend on 


4 


i 
SS 


i) 


how much increased market and how much reduction in 
the price. It would be a matter to haggle about. 

MR. COMMISSIONER HARDY: Mi. .Chairoan, 
wonder if I might follow that up with another form of 
energy and, with this policy, I do not see how Saskat- 
chewan could lose very well. Province A, say, has an 
excess of hydro power. There is a foreign market for 
it, but national policy (and this has been so, up to 
the present time; there is that policy with: respect 
to the export of power) -- by so doing, that might 
make that power available for use in Province B, such 
as Saskatchewan, but that would be done by control and 
it is being done by control now in some forms of 
energy. 

Would you still say that the proper policy 
there is that it should be done by incentive rather 
than by a control of the type that has been enforced? 

MR. BROCKELBANK : There are two classes of 
products here: one is an energy that is produced 
by private industry; the other is an energy that is 
available because of publicly-owned power sites. 

For example, there is the Columbia River, the Saskat- 
chewan River and so on, and I think we have to recog- 
nize there would be a difference in dealing with 
these situations. You might consider the hydro, 

the publicly-owned hydro sites in the light of 
future needs, as to whether or not you would allow 
export. When you consider the products like wheat 


or oil, whether you are going to allow export, you 
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have an industry here which you have got to consider, 
too. It is somewhat different. 

MR. COMMISSIONER HOWLAND: I noticed, Mr. 
Brockelbank, in the later part of your brief, that 
your gas and oil situations seem to be a little differ- 
ent and I wondered whether we could get the advan- 
tage of your thoughts on this, at the moment. 

It looks as though Saskatchewan, with all 
its growth which you have forecast, is not going to 
have too much gas. In fact, you are going to be want- 
ing to import it from Alberta. On the other hand, 
with oil, you want likely to move it either south or, 
as you are now doing, to a great extent, east. 

Is it possible to have the same consistency 
in this? This might be an illustration of the problem 
of the energy problem at a national level. If Alberta 
is going to export a great deal of its gas and will 
not have any left for Saskatchewan, how would you 
feel, as a sister province? 

MR. BROCKELBANK : I suppose we would feel 
the same as the Province of Manitoba would feel if 
we insisted on exporting all of our oi11 md refused 
to give any to Manitoba, provided, of course, that 
Alberta was not there to supply them. 

MR. COMMISSIONER HOWLAND: But what about 
this incentive? You would agree that Alberta, would 
you, ought to get the highest possible price for 
its gas? For example, from the south, from a provin- 
cial point of view, they should have a high price. 
Now, Saskatchewan, on the other hand, might not be 
able to offer that high price. 


Would you think there should be some in- 
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centive, on a national policy, or what is Your wt nink-= 
ing? 

MR. BROCKELBANK: The highest possible 
price, I think we have to be fairly careful how we 
use that term, because there could be circumstances 
where you could be out of reason; but if there is 
fair competition, certainly I think Manitoba will be 
able tobuy oil from us and we will be able to buy 
gas from Alberta at a reasonable price, 

MR. COMMISSIONER HOWLAND: And what is this 
competition you are talking about? 

MR. BROCKELBANK: The world market where 
they have got to Sell, and maybe the oil market at 
Sarnia, maybe the gas market at Montreal. 

MR. COMMISSIONER HOWLAND: But there is no 
international market of gas. 

MR. BROCKELBANK: Well, the market. We 
Will callit the market, not the world market. 

MR. COMMISSIONER HOWLAND: I may be 
wrong. I have a suspicion, from the evidence before 
us so far, that the U.S. market might well offer a 
higher price for Alberta gas than will other parts of 
Canada. Now, just assuming this, I want to get the 
philosophy of your thinking, if this is so: is it 
in the national interest to sell this energy to the 
United States or would it be in the national inter- 
est to hold some of it for Canada and how are you 
going to do this, and the situation might be some- 
what comparable to Eastern Canada with REV arGet Omeack 
or gas; you might want to hold it in Canada. Now, 
is this good policy or bad policy? 

MR. BROCKELBANK : Well,» Locertainly think 
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that as Canadians we have got to take a good look at 

| Canadian needs for energy and, on the question of 
Price, “[ said earlier that the Province should nor 
suffer; but, at the same time, you cannot make a de- 
elsion oh a question like this without getting It into 
ene (eaimuer, realivy and getting a look at all” or the 
factors and circumstances, and I think anybody would 
be foolish to try to make an answer to a question like 
that. 

MR. COMMISSIONER HOWLAND: Thank you, Mr. 
Brockelbank. 

MR. COMMISSIONER LADNER: Mit, Mint ster,” 2 
have one question: you were referring to the need of 
equalizing the economic advantages and disadvantages 
er. the various provinces.and also, in that -connect ion, 
you mentioned about the help, from a national point of 
view, of what I would call the central government. 

Now, the help which you had in your mind, 
was that help by way of financial asssistance in rai- 
Sing the capital or assistance in raising the capital 
for these developments of national resources or was it 
help in the way of subsidy or was it help by way of 
concessions of tax burden? It would be useful to us 
to know what help you were referring to. 

MR. BROCKELBANK: It could be pretty nearly 
any one of them. I do not think there 18 any ques 
tion but that the Prairie Farm Rehabilitation Act 
has been of real value to Saskatchewan and the other 
Prairie provinces and that has been a national enter- 
prise and there has been a good deal of money put 
into the development of agricultural resources under 


the provisions of that Act. The provision of capital 
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in some cases for the development of some resources 
could mean avery substantial help, and questions of 
subsidies might sometime come into the picture, too. 
imenQuesulon. ©1 Lax ancentives, Ir 4 2s a probiem of 
developing resources -- and this is common practice, 

of course, in the nation, to supply tax incentives 

for certain activities; there are all kinds of examples 
titer lane, 2 chink: 

So there are many ways in which assistance 
can be given to balance up, shall we say, the energy 
consumption situation throughout the country. I do not 
think anyone can ever assume that we can reach abso- 


lute equality. That might be very dull, anyway. 
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MR. COMMISSIONER LADNER: I have one other 
question, Mr. Minister, and that is related to the quo- 
tation of Mr. Davis on page 1 of the introduction 
the essence of which was that the countries in the 
world which utilize their energy were in a far better 
position than those which exported it, so to speak. My 
question relates to the general principle of the matter 
of policy: in your judgment, how far should you go on 
exporting raw materials, in this case energy, as 
against a policy which would tend towards confining 
the use of that energy in Canada for its natural and 
economic advancement. 

MR. BROCKELBANK: How far you should go in 
confining the use of energy? 

MR. COMMISSIONER LADNER: Should there be a 
wide-open policy as to the sale of the energy toa 
foreign country, for example, or would you have a 
restriction to ensure its ultimate utilization in the 
development of Canada? 

MR. BROCKELBANK: Certainly, if you have a 
renewable source of energy and you have your own 
requirements supplied, then I think it becomes very 
simple if you can export it and get ia return other 
goods; it is good business. And, again, it is a 
question of balancing one thing against another; a 
matter of degree. 

THE CHAIRMAN: Of course, in the case of 
natural gas and oil, they are not renewable forms of 
energy. 

MR. BROCKELBANK: No. 

THE CHAIRMAN: Ana that poses a very diffi- 


cult problem. 
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MR. COMMISSIONER BRITNELL: Mn. Chairman, 
there is one small question I would like to ask: on 
the top of page 2, the first full paragraph, there is 
a statement, Mr. Minister: "In matters of energy policy, 
then, Saskatchewan's primary interest is on the side 


of energy consumption." 


Would it be fair to assume 
if providence and technology were suddenly to reward 
Saskatchewan with as much energy as one or two other 
provinces are presently endowed with, there might be a 
fairly quick shift in emphasis to the point where the 
export policy became of first-class importance. 

MR. BROCKELBANK: Oh, yes, I think that is 
true. I think the point that is being made here 
is that we recognize if our Saskatchewan people are 
going to have increased better standards of living, 
they must, of necessity, consume more energy. We did 
not build our big power plants on the coal fields of 
Estevan to export power; they were built to supply 
Saskatchewan people with power. But you could come 
to &@ point where your secondary policy in-this primary 
interest, the secondary interest would become very 
important. 

MR. COMMISSIONER BRITNEBL: Thank you. 

THE CHAIRMAN: Thank you, very much, Mr. 
Minister. 

MR. PATTERSON: Mr. Chairman, may I suggest 
we have a brief recess before proceeding with the 
rest of the reading of the brief. 

THE CHAIRMAN: Yes, Mr. Patterson. Mr. 
Minister, who is going to read the portion to page 36, 
for the benefit of the Reporter? 


MR. BROCKELBANK: I would like to introduce 
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Mr. A. J. Williams, Director of the Petroleum and 
Natural Gas Branch who will take that part of the 
brief. 

THE CHAIRMAN: It has been customary in our 
hearings to adjourn for ten minutes in the middle of 
the morning and I think it would be wise if we followed 


that procedure here. 
---A short recess. 


THE CHATRMAN: Gentlemen, we shall now 
resume the hearing. Mr. Williams, will you take on. 

MR. WILLIAMS: PART I - PETROLEUM DEVELOP- 
MENT : A. GEOLOGY AND BACKGROUND OF DEVELOPMENT. 
te Geology: The Province of Saskatchewan has 
a surface area of about 161,088,000 acres. Pre- 
Cambrian rocks are exnosed to the surfacein the north- 
ern third of the Province, but sedimentary rocks under- 
lie the southern two-thirds -- approximately 102,000,000 
acres. Of this, more than 90,000,000 acres are under- 
lain by sediments that are poventially petroleum 
bearing. 

The sedimentary rocks of Saskatchewan lie 
in a wedge that increases from zero in the north to a 
vertical thickness of slightly over two miles in the 
south. Overlying these rocks is a thin veneer of 
unconsolidated glacial drift which obscures them from 
view except at the northern linit of the sedimentary 
area of the Province ani in local areas of south- 
eastern and south-western Saskatchewan. All geo- 
logical systems, except the Permain and Pennsylvanian, 
are represented in this volume of rock, although all 


systems do not have an equal area of distribution. 
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Long periods of erosion during the geological history 
of Saskatchewan reduced the areal distribution of some 
Systems, whereas lack of deposition served to con- 
fine other systems to a small area. The most com- 
plete stratigraphic column is found in south-central 
and south-eastern Saskatchewan, which part of the 
Province lies within the Williston Basin area. 

Intermittent periods of erosion served to 
confine rocks belonging to the Mississippian, Triassic 
and Jurassic systems to southernSaskatchewan. Cambrian 
rocks are confined to western Saskatchewan, in part a 
result of non-deposition and in part a result of 
removal by erosion following deposition. Rocks 
belonging to the Ordovician, Silurian, Devonian and 
Cretaceous systems aopear to extend over the entire 
sedimentary area of Saskatchewan. 

To date, commercial o11 and gas discoveries 
have been confined to three systems, namely, 
Mississippian, Juressic and Cretaceous, although oil 
shows have been encountered in Ordovician, Silurian 
and Devonian sediments. With the exception of the 
Coleville, Lloydminster and Wapella areas, all 
Jurassic and Cretaceous fields are confined to extreme 
south-western Saskatchewan and all Mississippian fields 
occur in extreme south-eastern Saskatchewan. 

2. History of Mineral Rights: The first legal 
jJocument which applied to what is now Saskatchewan 

was the Hudson's Bay Company charter from his late 
Majesty King Charles II in 1670. This document gave 
to the company Rupert's Land together with all mineral 
rights thereunder. Ruoert's Land covered all the lands 


drained by the streams flowing into Hudson Bay and 
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thus included practically all of the southem two-thirds 
of Saskatchewan. 

On November 12, 1869, the Hudson's Bay Company 
surrendered all its rights to Rupert's Land to Queen 
Victoria, receiving in return a grant of 300,000 pounds 
from the Canadian Government and retaining 1/20th of all 
the fertile belt which extends from the Lake of the Woods 
west to the Rocky Mountains, south of the North Saskat- 
chewan River to the International Boundary. It also 
retained certain rectangular areas around trading posts. 
The grant amounted to 3,353,000 acres more or less of 
land, in what is now Saskatchewan, with all minerals 
included. This was made up by the selection of sections 
8 and 26 in all townships divisible by 5 and sections 8 
and the south half and northwest quarter of section 26 
in all other townships. From subsequent dispositions 
the company has retained the mineral rights to approxi- 
mately 2,353,000 acres. 

As a result of growing demand for union in 
Canada, railway building began in 1871 and a land 
policy was developed with it. Tremendous expenditures 
were required to build railways over the vast expanses 
of prairie and mountains, and the Canadian government 
decided to assist with generous gifts of land and money. 
The first Canadian Pacific Railway Act of June 14, 1872, 
as later amended February 15, 1881, gave that railway 
company a cash subsidy of 25 million dollars and 25 
million acres, both the sale and settlement of which 
would provide revenue for the railway. 

Section 11 of the contract allowed for the 
quality of land to be a factor in the selection. The 


railway as a result chose the best of the arable land 


F LOT 00 @ 920CMyHOTR RUDHA 
i | Gitar CTMOROY 


pail wih ane ay 


nel pee = 


ea ie 
Ene. G 


i bs ’ iL 
Fen ene Meet 
ae ae 
2 bes be 1 i 
shite, 3 
AEE 
Qe * 


; by OF pie a CPU Bates Sees | 
MG Ge ee Tea eet eee CN 


ANGUS, STONEHOUSE & CO. LTD. 2957 
TORONTO, ONTARIO 


in what is now the prairie provinces. 

Similar land grants weve made to other rail- 
way companies. The result of these grants was an 
alienation of 15,000,000 acres of mineral rights in 
Saskatchewan to railway companies, 2,890,000 acres of 
which are still held by the C.P.R. and 3,167,000 acres 
by the C.N.R. Many of the lands were disposed of by 
the railway companies to colonization companies as 
well as to settlers. 

Minerals were included in homestead entries 
west of the Third Meridian until October 31, 1887, and 
east of the Third Meridian until January 11, 1890. 
After these dates, any land grants for homestead 
purposes had the minerals reserved to the Crown. These 
further alienations to homestecader and colonization 
companies accounted for approximately 2,142,000 acres. 
These alienations, therefore, amcunted to 20,495,000 
acres. 

In 1905, when Saskatchewan became a province, 
the Dominion Government retained the rights to the 
natural resources to help provide revenue for immigra- 
tion and settlement. On October 1, 1930, by agreement, 
these rights were transferred to the province, reserving 
to the Dominion Government certain lands as Indian 
Reserves, Soldier Settlement Land, Prince Albert 
National Park an) certain other reserves. These latter 
reservations amounted to about 1,973,000 acres. 

Altogether the total mineral acreage in 
Saskatchewan, not provinetally cwned, therefore, 
totals some 22,468,000 acres. 

In Saskatchewan there are approximately 


161,088,000 acres of land, 81,271,900 acres of which 
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are in the unsurveyed portions, mainly in the north, 
and 79,817,000 acres in the surveyed portion in the 
south. 

In the unsurveyed portion, the minerals are 
practically 100% provincially owned, while in the 
surveyed portion 57,349,000 acres are so owned, making 
a total of 138,620,000 acres more or less in which the 
mineral rights are vested in the Crown in the right 
of Saskatchewan. (See Table 1 -- Mineral Ownership). 
Percentagewise, therefore, it might be stated that the 
Crown in the right of the Province owns approximately 
80% of all mineral rights in Saskatchewan, while it 
owns approximately 70% ef the mineral rights in the 
sedimentary area. 

TABLE I: Mineral Ownership in Acres Today 


Area unsurveyed in Saskatchewan - 81,271,000 
Area ,.surveyed in Saskatchewan - 79,817,000 161,088,000 


Hudson's Bay - 2,353,000 

A a - 2,890,000 

C.N.R. ~ | 35167, 000 

Others - 12,085,000 

Government of Canada - 1,973,000 22,468,000 
Provincial Ownership 138,620,000 
Provincial Ownership Unsurveyed Ol 2 ib O06 
Provincial Ownership Surveyed 3349, 


Disposition of Crown Lands 

It was not until late in 1948 and early 1949 
that disposition of Crown owned mineral lands under per- 
mit to explore commenced on a large scale. Since then 
there has been a steady increase in exploration and 


development in the province. Even though there has 


been some decrease in theamount of acreage under per- 
mit, there has been a great increase in the amount 
under lease. The concentration of leases will largely 


be found around the producing areas, since a company 
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cannot produce petroleum onexploratory permits. 

Most of the original dispositions made in 
1348 and 1949 terminated in 1955. This accounts for 
the substantial decrease, shown in Table II, in 
acreage under permit in that year. 

It will also be noted in Table II that from 
1955 to 1956 there was a rather sharp increase in the 
acreage under lease as a result of conversion from 
permit to lease. 

At least 50% of the acreage shown as under 
Exploratory Permit in the table will be returned to the 
Crown; this land will then again be open for disposi- 
tion by means most beneficial to the Crown. 


TABLE II: Crown Land Disposition in Acres as of December 


Sle loot 

Year Exploratory Permit Lease Total 

1950 36,400,000 311,000 36, 711, 000 
1951 33,600,000 610,000 34,210,000 
1952 33,400, 000 1,133,000 34,533,000 
1953 27,200, 000 15 S22, OOO 29,021, 000 
1954 28,900, 000 2,223,000 31,123,000 
1955 1551 O03;000 3,674,000 19,374,000 
1956 20, 300,000 6,765,000 27,065,000 
1957 2592003 000 6,641,000 31,841,000 
ae Geophysical Operations: It was during the 


period 1940 to 1945 that the first major attempts at 


employing geophysical methods in the search for 


petroleum and natural gas were made in Saskatchewan. 
Imperial Oil had procured large exploration reservations 
in the southern portion of the province, bounded ina 
general way by Swift Current in the south-west, Elbow- 
Davidson to the north, and Weyburn to the south-east. 
Several seismic crews were under contract during this 
time and large areas were covered by means of a 


reconnaissance spot correlation program. Some local 


detailing was done bere apparent anomalies were 
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revealed. The gravity meter was also tried toa 

limited degree in the vicinity of Weyburn; however, 
Since it was rather difficult to correlate these early 
results with the seismic and near surface geological 
data, this method was discontineed. Some fourteen wild- 
cat wells were drilled on what appeared to be the most 
promising structures, with rather disappointing results, 
and subsequently the reservations were dropped. 

With the termination of Imperial Oil's re- 
servations in the midnineteen forties, exploration for 
oil and natural gas, particularly the geophysical phase, 
was temporarily in the doldrums. However, after the 
discovery of the Leduc field in 1947, there was 
renewed interest in Saskatchewan. By 1950 the large 
Scramble for permit acreage was over and practically all 
the Crown lénds south of a line running through Lloyd- 
minster, Prince Albert and Yorkton were under dis- 
position by permit, both to major and smaller independ- 
ent oil companies. Since the permits called for certain 
work commitments (to remain in good standing), and also 
because most of the tracts lay in relatively virgin, 
hitherto unexplored territory, geophysical exploration 
in Saskatchewan came into its own. 

The magnetic and gravimetric methods were used 
extensively during the early phase of exploration in 
order to outline general areas of interest, since 
those surveys could cover large tracts involving less 
equipment, personnel, and expense as compared with the 


seismic method. The latter was then employed in checking 


jand detailing anomalous conditions Suggested by the 


previous surveys. Due to the difficulties involved in 


the interpretation of magnetic and grovimetric data, 
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some of the operators enphasized the immediate use of 
the seismograph, which, although more costly, would 
undoubtedly give them @ more accurate picture of the 
structure of the sediments underlying their concessions. 

The geophysical operations were rather non- 
selective at first, and hence conducted in varying de- 
grees of type and detail, in practically all of the 
areas under permit. However, after the completion of 
mumerous wildcat wells, with the resultant oil and 
natural gas discoveries in certain formations in parti- 
cular regions, geophysical activity in turn became 
selective. (e.g. There were Viking and Banff oil an: 
natural gas finds in west-central Saskatchewan, 
Jurassic oil discoveries in south-west S skatchewan, ani 
finally Mississippian oil discoveries in south-east 
Saskatchewan, following encouraging results at Frobisher 
in 1954). 

Where wildcat drilling had met with little 
success, many of the original permits issued in 1949 
and 1950 were dropped in 1953-54. Consequently, geo- 
physical activity came to a halt in those original 
areas and was concentrated in permits which appeared 
to be more promising in the light of the discoveries 
made to that time. In 1955-56, all of the original 
(1949-1950) permits were terminated and the owners were 
required to make their lease selections. This resulted 
in a further confinement of geophysical operations to 
areas under lease, and to those areas in which new 
permits had been granted. 

Interest in obtaining new exploration per- 
mits in Saskatchewan was now at a low ebb and remained 


so until the 'Granite Wash! discoveries in Alberta were 
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announced. This event created a large demand for acreage 
in northern Saskatchewan, extending from near the 
Pre-Cambrian shield outcrop to points as far south as 
Saskatoon and Humboldt. Some of this territory had been 
under disposition previously but was now to undergo 
further scrutiny with particular emphasis on the basal 
sands immeiviately overlying the pre-Cambrian rocks. A 
rejuvenation of geophysical surveys in those parts 
commenced shortly afterwards and these are still being 
carried on to a limited degree at the present time. 
Unless some encouraging strikes are made soon, however, 
it is feared that those tracts will once again become 
dormant. 

The most important news affecting the 
Saskatchewan oil industry (since the numerous Mississip- 
pian finds in the south-east) was the discovery, in 
December, 1956, of Lower Paleozoic otl in northern 
Montana, just a few miles south of the Saskatchewan 
border. This again resulted in immediate demands for 
exploration permits in south-central Saskatchewan and, 
in fact, a second look at practically the entire Lower 
Paleozoic basin. Recent permit sales have reflected 
this interest and there is every reason to believe that 
considerably more geophysical exploration, particularly 
seismic, will be carried on here. 

Table ITI is a summary of the number and 
types of geophysical crews licensed each year in the 
province during the period April, 1950 to January, 1956. 
It must be noted in connection with these figures that 
the total number of crews in operation during the 
course of a year vary considerably, and the totals 


listed here do not necessarily represent the number of 
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active crews during peak periods. This activity has 


always experienced seasonal fluctuations, in addition 


to the normal changes in pace encountered in the over- 


all exploration cycle. 


TABLE III: Summary of Geophysical Crews Licensed 


in Saskatchewan 


i|  —amaenevie Otter cum 


Date Seismic Gravity (Ground & Geophy- 
April 1)550- 40 

March 1351 

April 1951- 39 8 

Mareh 1352 

April 1952- ne 2 

March 1953 

April 1953- 40 1 

Mareh 1954 


April 1954- 47 = 
March 1555 


April 1955- 50 - 
March 1:56 

April 1956- 39 s 
March 1957 

April 1957- Sf . 
Jan. 1958 


Airborne) sical 
SES 


Total 


54 


Analysis of Cost Data on Geophysical Work Performed 


to Date 


Table IV summarizes in a general way the 


expenditures incurred in geophysical exploration from 


1953 through 1957. 


TABLE IV: Summary of Cost Data on Geophysical Work 
Performed in Saskatchewan 


Items 1953 
Structure Test 

Hole Surveys Pe gweiens 
Selsmic Surveys 6,127,406 


Other Geophysical : 
Surveys 1335929 


TOTAL 37,418,692 


1354 
(Dollars) 


2,038,719 
5,008,739 


587,823 
$7,635,281 


1955 


ao 


697,724 
5,011,292 


809,123 
$6,518,139 
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Items 1956 1957 
(Dollars) 

Structure Test 500, 000 N.A. 

Hole Surveys 

Seismic Surveys 4,900,009 7,408, 000 

Other Geophysical 

Surveys __ 900, 000 335, 000 

TOTAL $6, 300, 000 b7, 743, 000 

Average Seismic $20,0C0/ crew month or approxi- 

Survey Costs - mately $1,000/erew day, during 


which period ten holes are 
usually drilled. Hence, approxi- 
mately $100/shot hole. 

Average Gravity $7,500/erew month or approxi- 

Survey Costs - mately $375/crew day, covering 

miles. This results in 

approximately $47/linear miles 
surveyed. 

Average Aeromagnetic $60 to $7 per flight mile for 

Survey Costs - magnetic survey only .However, 
may run as high as $15 to $16 
per flight mile if other surveys 
(e.g. Electronagnetic) are run 
as well. These costs include 
basic interpretations. 

4, Summary of O1l and Gas Development: Up to 

the end of 1957 a total of 6,058 wells had been drilled 

in Saskatchewan. Of this number, 3,414 were initially 

completed as oil wells, 192 as gas wells and 2,402 

were abandoned as dry holes. Total footage :irilled 

was 21,109,585, or an average of 3,485 feet per well. 

Detailed records of early drilling ventures 

were not kept, but it is known that a total of 14 wells 

were drilled in Saskatchewan as far back as the period 

1900-1919. The earliest success achieved was tne 

discovery of natural gas in commercial quantities in 

what is now known as the Lloydminster field, in March 

of 1335. It was not until November of 1944 that the 

first oil well was completed in Sasttatchewan. It, too, 


was located at Lloydminster. 
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Following these early successes, interest 
picked up somewhat and a small scale drilling 
program developed, eoneentrated in the Lloydminster 
area. As yet, however, there was no indication of 
the tremendous oil resources, sinoe revealed. By 
1350, Saskatchewan had a total of 151 oil wells and 
55 gas wells capable of production. All of the oil 
wells and most gas wells were located in the Lloyd- 
minster area. Gas was alsobeing produced in small 
quantities from fields at Unity and Kamsack. The 
industry to that date, can be considered as purely 
local in character. The oil produced was of heavy 
gravity, suited mainly to the production of heavy 
fuel oils and specialty asphalt products. As a result, 
the oil had a rather limited commercial value. Since 
production was being obtained at depths ranging from 
1800-2000 feet, a relatively moderate drilling cost 
per well was encountered. This permitted explora- 
tion and development work to be carried out by a 
large number of syndicates and private individuals. 

Medium gravity crude was first discovered 
in Saskatchewan near Fosterton in December of 1951. 
The oil had a gravity range of 20°- 23° A.P.I. and 
hai the marketing disaivantage of a fairly oligh sul- 
phur content. Following this discovery several major 
oil companies embarked on an extensive and intensive 
rilling program covering large areas of the south- 
west part of Saskatchewan. 

As new wells were a jed to an already im- 
pressive total, the problem of additional markets for 


new production became the chief obstacle. As a result 


of co-operative action beteween several producing 
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companies, a pipeline was constructed from Fosterton 
to link up with the Interprovincial Pipe Line at 
Regina. A new refinery was also l cneuanee ee in the 
Minneapolis-St. Paul area, specially designei to 
process mediun gravity sour crude. An interconnect- 
ing pipeline between Minneapolis and the Clearbrook, 
Minnesota terminal of the Lakeheat Pipe Line was also 
constructed. As 4 result of this program, the fields 
in the Swift Current area have enjoyed an adequate 
market for their full productive capacity, at present 
nearly 30,000 barrels per day. 

Another discovery of heavy gravity crude 
was made near Coleville, in September of 13951. 
Development drilling indicated the presence of sub- 
stantial ,reserves and as a result a refinery was 
constructed at Coleville to process this heavy crude. 
It was placed on stream in April, 1953. In the same 
month ani year, the first discovery of light crude 
in the Coleville area was made. A short pipeline to 


move this light crude production into the Inter- 


provincial Pipe Line was subsequently bullt. 
The spark which ignited the current oll 
boom in Saskatchewan occurred in February of 1953 
when light oil was discovered near Forget, ia the 
south-east. Subsequent drilling revealed the presence 


of medium gravity®crude at Midale in May of 1953. 


Production in this area is obtained from the 4000- 
5000 foot level, from Mississippian strata which lie 
in the Williston Basin, extending over the border 


into the northern states. 
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TABLE V: Summary of Saskktehewah Oil and Gas Wildcat 
Discoveries 1935-1557 


Light Medium Heavy Total Total 
Year Gravity Gravity Gravity Oil Gas 
WB O TS wet ; - e 
1944 : 2 1 1 3 
1945 - = 1 1 . 
1946 1 i 1 
1947 - - 2 e ; 
1248 2 : m 4 - 
1949 - 4 4 ‘ 
1950 - 2 e 1 
1951 - - 3 3 
1952 1 10 13 ee 8 
1953 6 16 2 24 a 
1954 it 6 2 19 9 
1955 8 7 5 20 5 
1956 25 5 > 30) 6 
1957 21 11 4 36 6 
Total 1e 55 47 i Ga 49 
5. Expenditure on Exploration and Development: 


The cash expenditure on drilling activity in Saskat- 
chewan to date has been impressive. The following table 
summarizes this cost for the last five year period, 


based on estimates by operating companies. 


TABLE VI: Expenditure on Petroleum Development 1953- 


EE De <a 5 Se earn A. 8 COE RN 
Development te (Dollars) = 
Wells 16,100,000 14, 300, 000 
Wildeat Wells 12,510,198 13,100,000 
Totals 28,610,198 28,000,000 
(wid ters ) (Dollaray— eae 
Development 27,475, 000 42,600,000 56,917,000 
Wells 
Wildeat Wells 12,275,000 17,700,000 13,369,000 


Totals 39, 750,000 60,300,000 70,286,000 
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Most drilling done to date in Saskatchewan 
has been fairly shallow. Of more than 6,000 welis 
drilled up to the end of 1957, only slightly more than 
200 had penetrated to the Devonian system. However, 
the discovery of Ordovician and Silurian oil in 
Montana and North Dakota has stimulated interest in 
these deeper zones in Saskatchewan. Good shows have 
been obtained in this province and it is expected 
that a substantial number of deep tests will be 
drilled in 1358 to evaluate these formations. The 
trend to deeper horizons becomes mite apparent from 
an examination of the following table, which indicates 
average depth of wells drilled. 

TABLE VII: Average Depth ef Wells Drilled 1450-1957 


Average Average 
Year Well Depth Year Well Depth 
eet ee 
1350 eeeck 1954 Ss 7eoLO 
1951 2,910 1955 35530 
1952 2, j00 1956 4,140 
1953 3,430 Ie 4,260 


For further statistical information on 
drilling, see Appendix I, A-C, Petroleum and Natural 
Gas Statistical Yearbooks, 1900-1954, 1355 and 1956. 
1557 statistics are contained in Appendix I, Table I 
and II. 

In order to present a concrete picture of 
representative oil and gas finding costs in the various 
Saskatchewan fielis, attention is directed to the 
following table. The cost figures listed are indivi- 
dual well allowances in connection with Net Royalty 
leases. These figures are based on an average drilling 
cost of $3.75 per foot and include all expenses in- 


curred in casing, perforating and completing 4 well, 
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together with construction of battery facilities, 
Storage tanks and flow lines. These figures are 


considered to be conservative. 


TABLE VIII: Average Well Cost (By Field) 


Field Average Net Royalty Lease 
Depth Allowance 
(Feet ) imi ens) te ees aa 

Alameda 4,500 $74,500 
Alida 35,700 Es 7000 
Bone Creek 4,400 63,000 * 
Carnduff 4, 400 72,000 
Coleville-Sniley 2,500 36,500 * 
Dollard 4,600 65,000 * 
Fosterton 3,100 5,500 * 
Gainsborough 3,550 67,000 
Glen Ewen 4,300 72,500 
Hastings 4,000 69,500 
Instow 4,500 63,000 * 
Lloydminster 1, 300 25,000 * 
Midale 4,600 76,500 
North Prenier 3,400 53,500 * 
Nottingham 3, 700 67,000 
Queensdale 4,000 71,000 
Steelman 4,700 76,000 
Success 3,200 Dia oCO 
Wapella 2,300 52 5500 
Weyburn 4,500 T7500 


* These figures were developed one to three years 
ago, SO may not be representative of present costs. 
All other figures were brought up to date at the 
beginning of 13958. 

ey Production: Following is a table showing 
the annual production, accumulative total, and average 
daily production of petroleum in Saskatchewan from 


1940-1557. 


(See next page for Table IX) 
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B. ADMINISTRATION AND POLICY. 
1. The Department of Mineral Resources - 


Organization and Functions 


The organization and functions of the 
Department of Mineral Resources is shown in Appendix 
II, figure I. The basic organization of the Depart- 
ment is designed to aijminister two broad classes of 
Minerals; (1) petroleum and natural gas and (2) metal- 
lic and industrial minerals. Administration of petroleum 
and natural gas, which is all that is covered here, 
rests primarily with the Petroleum and Natural Gas 
Branch. The Oil and Gas Conservation Board acts 
as an advisory body to the Minister on problems related 
to the conservation of oil and natural gas. Auxilliary 
services respecting administration of petroleum and 
nacural gas aredelegate. to the AuJjits Branch, Records 
Branch, Legal Office, Auministration Branch and 
Mineral Taxation Division. 

(a) Petroleum and Natural Gas Branch 

The Petroleum and Natural Gas Branch 
is divided into six divisions each with some direct 
adninistrative duties: 

(i) Petroleum Lands Division - this 
division is responsible for the disposition of 
land in which the Crown owns the petroleum and 
natural gas rights, the recording of data and 
documents respecting such disposition, and the 
registering of plans, permits and data under auth- 
ority of the Pipe Lines Act and the Oil and Gas 


Conservation Act; 


(11) Geophysical and Evaluation Division - 


this division adninisters &he Geophysical Exploration 
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Regulations, evaluates Crown petroleum and 

natural gas rights, records, analyzes and maps 
geophysical data; 

(iii) Petroleum Development Division - this 
division is responsible for drilling and produc- 
tion practices in oil and gas fields in 
Saskatchewan and administers portions of the 
Regulations underthe Oil and Gas Conservation Act; 
(iv) Petroleum Reservoir Division - this division 
administers the limitation of production provisions 
respecting wells, under the Oil and Gas Conservation 
Act and conducts studies and evaluates oil and gas 
reservoirs; 

(v) Petroleum Statistics Division - this division 
records all data on production and disposition of 
petroleum and natural gas from Crown and freehold 
lands in the province and publishes weekly, monthly 
and annual reports on data compiled; 


(vi) The Petroleum Geology Division - this division 


is responsible for examination, analysis and storage 


of cores and samples taken during drilling opera- 


tions and conducts research work respecting the 
geology of the surface and subsurface formations 


in the province. 


The Petroleum and Natural Gas Branch conduct 
public inquiries into certain phases of oil and gas 
development and production such as well spacing, water 
flood programs, gas conservation programs or any other 
matter related to the development of oil and gas pro- 


duction in Saskatchewan. 


(bo) Oil and Gas Conservation Board 


The Saskatchewan Oil and Gas Conservation 
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Board was established on September 8, 1352 under pro- 
visions of The Oil an. Gas Conservation Act as an 
advisory and review body which makes reports and re- 
commendations to the Minister of Mineral Resources for 
appropriate action. One of the purposes was to provide 
a forum at which conservation problems could be examined 
at hearings open to the public, at which all interested 
persons could be heard. 

The Oil and Gas Conservation Board is com- 
posed of Mr. J. T. Cawley, Deputy Minister of Mineral 
Resources, who acts as Chairman, and Dr. J. W. T. 
Spinks, Dean of Graduate Studies of the University of 
Saskatchewan, and F. H. Edmunds, Professor of Geology, 
University of Saskatchewan as Board members. The 
Department Solicitor, J. E. Gebhard, acts as Secretary 
to the Board. The. Government. retains, Mra» He. H. 
Kaveler, Petroleum Engineering and Management Con- 
sultant of Tulsa, Oklahoma as consultant to the Board. 
The position of Technical Co-ordinator to the Board 
has been created to co-ordinate work performe: by the 
Board and the Department and the position is held by 
Mr. R. M. Coons, a Petroleum Engineer and Geologist. 
The work of the Board is financed by the Government of 
the Province of Saskatchewan. 

The Board, any member of the Board, or any 
person authorized by the Board, may make inspections, 
studies and investigations, collect data and other forms 
of information pursuant to the provisions of The Oil and 
Gas Conservation Act and may make a report to the 
Minister on any matter referred to it byhim. Provision 
is also made in The Oil and Gas Conservation Act and 


The Pipe Lines Act for the Board to hold public 
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hearings on the motion of the Minister of Mineral 
Resources or on application of any interested party. In 
either case, the Minister instructs the Board to hold 
a public hearing and specifies the matter to be heard. 
The Board may be ordered to hold hearings on: (1) the 
pooling of separately owned tracts in a drainage unit 
where the interested parties have been unable to reach 
a satisfactory agreement; (ii) the operation of a 
field or pool as a unit; (111) any other matter relat- 
ing tooll and gas conservation or pipe lines. Further 
provision is made for the Board to hold a public hear- 
ing on the application of any person affected by an 
order of the Minister made without a Board meeting. 
The hearings of the Board are open to the 
public and submissions and representations from any 
interested person on the matter being heard may be 
received and considered by the Boara. All witnesses 
are sworn and the proceedings are transcribed and 
are available to any interested person. On completion 
of the hearing, the Board nakes its recommendation to 
the Minister for appropriate action. 
General authority is also given for the 
Minister to order a rehearing on any matter upon 
wich the Board has made a recommendation, if the 
Minister deems it to be advisable. Appendix II, 
Table I summarizes hearings of the board, the subject 
matter dealt with and recommendations made. 
(c) Auxilliary Services. 
(1) Audits Branch - this Branch is respon- 
sible for al audits conducted under provisions of 
the Acts and Regulations, including Crown royalty 


statements, not royalty v.lease payments, and pipe 
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line company audits. 
(11) Records Branch - this branch maintains 
records on Crown owned mineral rights and dis- 
positions and acts as a central information source 
to the general public on dispositions of mineral 
rights in Saskatchewan, records mechanics liens 
against mineral rights acquired from the Crown, 
and operates the Department's drafting and library 
services. 
(ii1) Legal Office - the Solicitor is respon- 
sible for preparation of all Orders in Council 
and Minister's Orders under provisions of the 
Acts administered by the Department, for changes 
ani revisions in legislation, and for drafting 
and approving leases, agreements and contracts 
respecting Crovn mineral dispositions. This 
office is also responsible for drafting and pre- 
paring Plans of Unitization and Pooling plans. 
(iv) Administrative Branch - is responsible for 
Accounting, procurement and property control, 
personnel and budgeting 2nd general administra - 
tion of the Department. 
(v) Mineral Taxation Division - this is the only 
division of the Metallic and Industrial Minerals 
Branch directly associated with oil and gas and 
administers the Mineral Taxation Act. 

2. Legislation 

The laws pertaining to oil and gas are 
promulgated at three different levels of government. 


Statutes are enacted by the Legislature; regulations 


are made by the Executive Council and rules or orders 
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by the Minister of Mineral Resources. 

The exploration, development, production, 
transportation and taxation of petroleum and natural 
gas in the Province of Saskatchewan are regulated and 

controlled by: 

(a) The Mineral Resources Act 

(1) Petroleum and Natural Gas Regulations 
(ii) Geophysical Exploration Regulations 
(b) The O11 and Gas Conservation Act 


(i) The O11 and Gas Conservation 
Regulations 


(c) The Pipe Lines Act 
(i) The Pipe Lines Regulations 

(d) The Public Utilities Companies Act, and 

(e) The Mineral Taxation Act 

Copies of these Acts and regulations are 
attached hereto as Appendices III, A-G. 

(a) Mineral Resources Act and Regulations 

The Mineral Resources Act provides that 
Crown minerals shall be leased or otherwise dis- 
posed of only in accordance with the provisions: of the 
Act and the regulations thereunder. The Petroleum and 
Natural Gas Regulations generally govern the dis- 
position of Crown owned petroleum and natural gas 
rights. The Geophysical Exploration Regulations 1. 
regulate and control the use of equipment and supplies 
used in applying physical science to determine geo- 
| logic and other conditions which may lead to the discov- 
ery of mineral accumulations. 


(i) The Petroleum and Natural Gas Regulations 


provide for three types of disposition of Crown 
owned oil and natural gat: 


is Exploratory Permits 
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i. Drilling Reservations 
Let Leases 
The Petroleum and Natural Gas Regulations set 
forth provisions with respect to royalties 
payable’ on oil or natural gas produced 
from Crown leases, and certain general provisions 
respecting disposition of Crown owned petroleum 
and natural gas. Provisions of the regulations 
governing the payment for surface rights required 
in the exploration and development of petroleum 
and natural gas apply to Crown as well as to 
certain freehold land. Certain special royalty pro- 
Visiors . apply where the oil and gas rights in 
a@ pool have been unitized due to allocation: of 
production to tracts, whereas standard royalty 
provisions are on a sliding scale based on in- 
dividual well pro ?uction. 
(11) The Geophysical Exploration Regulations 
under the Mineral Resources Act ‘(Appendix III-C) 
govern the conduct of geophysical operations in 
Saskatchewan. 
(0) The Oil -.and Gas Conservation Act 
The Oil and Gas Conservation Act and Regulations 
thereunder are designed to control effectively all 
phases of oil and gas exploration, development, 
production and conservation, whether ownership of 
the petroleum and natural gas is derived from the 
Crown or freehold. The expressed purposes of the 
Act are to: 
(i) prevent waste; 
(ii) regulate all operations for the production 


of oil and gas in such a manner that the 
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greatest possible ultimate recovery thereof 
by prudent and proper operations and 
practices may be realized; 
(iil) protect the correlative rights of each 
owner; and 
(iv) enable each owner to obtain his just and 
equitable share of the allowable produc- 
Sion of sany pool. 
(c) Pipe Lines Act and Regulations 
The Pipe Lines Act and Regulations thereunder 
regulate and control the construction and operation 
of pipe lines for the transportation of oil and 
natural gas within the jurisdiction of the province. 
(d) Public Utilities Companies Act 
The Public Utilities Companies Act provides 
that the Local Government Board may declare a pur- 
chaser of petroleum or natural gas to be a common 
purchaser and a pipe line company to be -a common 
carrier. Provisions of the Act allow the Local Govern- 
ment Board to fix tariffs for pipe lines declared 
to be common carriers and to fix the price paid for 
natural gas at the well head. 
(e) Mineral Taxation Act 
This Act is applicable to freehold minerals 
and provides fob the taxation of minerals not owned 
by the Crown. It may be divided into three parts, 
namely, the general levy, assessment on mineral de- 
posits, and enforcement. The Act became effective 
January 1, 1545. 
(1) The General Levy - Every owner of minerals, 


regardless of the kind of mineral owned, is sub- 


ject to the tax at the rate of 3¢ per acre per 
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annum, the minimum annual tax per title being 
$1.00. Certain exemptions are allowed: the 
ewner of coal only io nce Subject to the levy 
(since 1:56), nor the owner of minerals on rail- 

way rights of way and station grounds, nor the 
owner of minerals within the limits of any 

city, town or village, nor the owner of minerals 
under land subdivided into residential or business 
lots or cemeteries. 

(11) Assessnent on Mineral Deposits - In addition 
to the levy, the owner of the rights to coal, 
petroleum or natural gas is assessed where there 
ls provuction, the amount of production during 

the previous year being the basis of a formula used 
to calculate the value forassessment purposes, 
the rate being not more than 10 mille. Certain 
details are published as Orders in Council. 

There are no exemptions to tne assessment. 

In addition to the levy, the owner of 
mineral rights other than coal, petroleum or 
natural gas, nay be assessed on the value of 
minerals in place, in wnich case an Order in 
Couneil is published establishing a certain de- 
fined area and naming the mineral and taxation 
rate; provision is made for an interim levy of 
50¢ per acre per annum to be paid pending 
completion of the tax roll. This part of the 
Act is not operative at tne present time. 

(iii) Enforcement - Enforcement consists, in 


practice, of forfeiture of the mineral title for 


non-payment of arrears. Five months grace period 


——— is allowed for payment of the arrears and after 
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this period has elapsed without such payment, a 
final notice may be sent, setting a date at 
least six months ahead by which the tax arrears 
must be paid otherwise the title will be forfeit. 
At this time the title is endorsed and every 
person who appears to have an interest in the 
minerals is sent a copy of the notice. The Act 
also cortains provision to collect taxes by 
distress wnere the minerals are held separately 
from the titie to the surface. 


Geological and Geophysical Wor, Records and 
Information 
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(2) Surface Geological Work 


ta) 


Because of the cover of glacial drift over the 
sedimentary area of Saskatchewan the amount of surface 
geology done nas been small. Some Ordovician and 
Silurian exposures occur along the northern edge of 
the sedimentary basin area extending about 100 miles 
westward from the Manitoba border, immediately to the 
south of the town of Plin Flon. As these rocks are of 
a type that .meay make petroleum reservoirs, they have 
been thorovghly studied by geologists from oil com- 
panies and from the Provincial Government. Other 
outcrops in the Province are of Tertlary age and occur 
in local *reas of south-eastern and south-western 
Saskatchewan. Although these rocks ar2 not potentially 
petroleum bearing, they have been studied by geologists 
in the hope that their surface features would give 
clues to possible structures at cepth. 


(b>) Subsurface Geological Work 


Subsurface geological work performed in the 
Province consists mainly of test wells drilled for 
of] and gas, of which more than 6,000 have been drilled 


to date. Thus far in Saskatchewan, 225 wells have 
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penevrated through the Devonian system and of these 
80 were drilled to the pre-Camprian basement. Samples 
have been talen at ten foot intervals on all wildcat 
wells anc electric logs or other suitable nechanical 
logs obtained. In addition, a considerable amount of 
e-ring has been done on many wells. 

Drilling has heen done primarily by companies 
interested in oli and gas, with the exception of 
six wells drille. in the Big River area by the 
Husvatchewan Government in the early stages of de- 
velopment. Xn addition, a considerable number of wells 
have been drilled by companies interested in potash. 

Initially, a considerable number of shallow 
structure test wells were drilled in southern Saskat- 
ehewan in the hops chat the wells would detect the 
presence of structure at depth. Structure test hole 
dvilling ls still continuing in many areas of southern 
Saskatchewan but these wells are generally drilled 


Rio ie 2 s 5 


for the purpose of verifying seismic data. 


(c) Geological Records Maintsined by the 
Department 


A es mee tue en a ee 


The Department of Mineral Resources main- 
.ain» a complete get of records of all subsurface 
exploration carried owt in the Province. All of the 
information on each well is recorded on forms prepared 
by the Department, with the exception of mechanical 
logs, core analysis and core and sample descriptions, 


wnich are filed as submit’ 2d. These records are made 


x 


available to the public provided the information re- 
quested has been released from confidential status 


in accordance with ects passed by the Provincial 


Legislature. 
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The Department ‘maintains a Subsurface 
Geological Laboratory in Regina, at which are stored 
all samples and cores taken in wells drilled in Sask- 
atchewan. Prior to storage, samples are washed to re- 
move excess drilling mud. Facilities ere provided 
at the laboratory for the examination of cores and 
samples and these are made available to the public 
once they have been released fron confidential status. 


(d) Principal Geophysical Methods Utilized - 
Interpretation and Application 


The gravity and magnetic work performed in the 
province has generally been implemented for recon- 
nhaissance purposes. So far leeal structural inter- 


4 


pretations based on these surveys nave heen extremely 


Q) 


iffieult. Although certain relationships between 
the magnetic, gravity, and seismic data are noted in 
some areas of northernSaskatchewan, where the sedi- 


mentary section is relatively thin, very little cor- 


relation has been established in the southern regions 


In order to qualify these remarxs it must 

be remembered that most magnetic and gravity anomalies 
mapoed are believed to originate in the pre-Cambrian 
basement complez, due to marked changes in the litho- 
logic chavacteristics of these rocks and/or their 
ssructural configuration. Since most of cur reliable 
seismic control, and for that matter well control, is 
eonfined to post Middle Devonien salt formations, 


ang furthermore, since it is generally agreed that 


most of the local structures reveaicd by this inforaa- 


s . x mm a a 
tion were caused primarily by some form of salt 
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tectonics and/or post Paleozoic erosion, the geo- 
physicist in Saskatchewan therefore desperately 

lacks adequate local structural control for the pre- 
salt formations. With the recent advances in seisnic 
@ta processing machines are examples, and with the over 
all improvement in operational techniques, additional 
velocity control, etc., it is expected that the struc- 
tural attitude of the deeper horizons will become better 
known. This additional knowledge may then help to 
explain some of the magnetic and gravity anomalies 

that have been mapped to date, but not generally under- 
stood. 

Some of the operators in Saskatchewan have 
tried geochenical, electrical and radioactive surveys 
to a limited jiegree. Although the theoretical im- 
plications in regard to these nethods appear to warrant 
some attention, their practical value has been extremely 
questionable. 

It is apparent, then, that the reflection 
seisnograph has been and will continue to be the 
principal geophysical tool employea in the exploration 
fr petroleum and natural gas in this province. Because 
of the generally flat terrain encountered in Saskat- 
hhewan, and also since most of the prospective oil 
territory lies within the surveyed area, wito the advan- 
tage of a rather conplete network of bench marks and 
municipal roads, seismic operational problems are 
reduced to a mininum. 


(e) Disposition of Geophysical Information 
to Industry 


The Petroleum and Natural Gas Regulations 


under the Mineral Resources Act call for certain basic 
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data to be submitted to the Department by geophysical 
Operators with respect to work performed on Crown 
permits and drilling reservations. This material 
includes various types of maps and operational reports 
which are indexed and filed for departmental use, and 
Wich are made available to the public on the follow- 
ing basis: 
(i) Whenever the holder of a permit or drilling 
reservation, either during the term or within 60 
days thereafter, leases less than 30% of the 
available Crown lands in any township, and re- 
linquishes his interest in the remaining Crown 
lands in said township, the Minister may as from 
the effective date of such lease, release all 
information submitted with respect to such town- 
SLD. 
(ii) Where the holder of a permit or drilling 
reservation during the same period, leases an 
amount equal to or greater than 30% of the Crown 
lands within any particular township, such Lloforma - 
tion will not be released with respect to such 
township within three years from the effective 
date of the lease, provided that if at any time 
any Crown lands subject to lease are reduced, or 
surrendered to an amount less than 30% in any 
township, the Minister may as from the date of 
such reduction or surrender release all such 
information in respect of such township. 
In addition to the above, the Department 


has also prepared and published regional gravity, 


magnetic, and seismic maps compiled on the basis of 


the information submitted by the operators. These 
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| maps are revised fron time to time as additional data 
becomes available and the revisions are then published 
as warranted. | 

On occasions it nas been found feasible to 
write short papers on the geophysical and geological 
aspects of a particular area and some of these reports 
appear in appropriate oil journals. 

Three geophysical maps (Seismic, Gravity and 
Magnetic) are atcached in Appendix Iv, A-C, showing 
areas in the province for which information is on 
file with the Department. 
4, Disposition of Crown Petroleum Mineral Rights 

The Department of Mineral Resources has divi- 
ded the lands in Saskatchewan underlain by sedimentary 
deposits by an arbitrary line into two portions of 
approximately equal areal extent. The line runs in a 
northn-westerly direction through Yorkton, south of 
Saskatoon and north of Lloydminster. The Departmental 
policy with respect to exploratory permits differs in 
the two portions of the sedimentary basin. Exploratory 
permits to a maximum of 100,000 acres per permit are 
available on application in the northern portion of 
the sedimentary basin on a first come, first served 
basis. In the southern portion lands may be posted 
for sale on application for permit, drilling reserva- 
tion or lease. A nap showing Crown lands available for 
disposition is attached as Appendix IV-D. Ia general, 
the three types of mineral dispositions applicable to 
Crewn ownes oil and natural gas may convey certain 
rights with respect to oil and natural gas separately 
or oil and natural gas together, 
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natural gas rights may also be restricted to certain 
deptas or formations. Thus, disposition of Crown 
owned petroleum or natural gas may be effected with- 
in the vertical planes of the tract under disposi- 
tion and further limited by horizontal or near hori- 
zontal planes controlled by denth or geologic forma - 
tions. 

The Petroleum and Natural Gas Regulations 
under the Mineral Resources Act provide for disposi- 
tion of mineral rights vested in the Crown in right 
of the Province by three principal methods: (a) ex- 
ploratory permit, (b) drilling reservation, and 
(c) lease. 

(a) Exploratory Permits 

Blocks of lands of up to 100,000 acres ‘each 
are disposed of by permit for exploration by drilling 
and geophysical methods. The maximum term of a per- 
mit is three years except in northern areas where 
extensions may be grantea. A cash rental payment is re- 
quired of 2¢ per acre for the first year, 5¢ per acre 
for the second and 10¢ per acre for the third and 
any subsequent years. The regulations set out a mini- 
mum work requirement of 20¢ per acre in the first 
year, (minimum $10,000), 40¢ per acre in the second 
and 60¢ per acre in the third year. During the 
second ang thirij years at least one-nalf of the 
minimum required expenditure, or $15,000, whichever 
is the greater, shall be spent in actual drilling. 
Expenditures for any extension term woula be as for 


the third year. Work done in any year in excess of 


the minimum requirement may be carried over to meet 
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Misubseet to certain restrictions, or may be used as a 

rental credit for leases taken out of the permit. 
Where the work commitment is not completely met, the 
lance is payable to the Department in cash or the 
permit is terminated without leasing privileges. 

A permittee may not produce oil or gas from 
a well located on permit lands except for test purposes. 
If a well is proven capable of producing in commer- 
cial quantities, the permittee is required to select 
a lease block of a minimum of 1,280 acres containing 
the discovery well, and no other well on Crown miner- 
al lanis within 3 miles of the producer may be spudded 
until the lease application has been ade. 

Work must be commenced on a permit within 
jO days after issue, unless additional time has been 
granted for special reasons. The regulations provide 
for grouping of two or more permits for the purpose 
of consolidating expenditures. 

A permittee may surrender all or a part of 
a permit at any time during its term of existence. 

Leases From Permits - The permittee, on 
compliance with the permit requirements, may select 
leases of the permit lands. The largest block which 


may be..selected sis 3 1/2 by 3 1/2 miles. If the 


permittee selects a block of this size his leases 


are limited to 50% of the permit lands in the town- 
ship in which the block is located. If smaller blocks 
are selected, the percentage of lands which the 


operator may lease in the township increases to a 


maximum of 60% of Crown holdings. Blocks must be 


at least one mile apart, except that they may corner, 


and no block, unless under special circumstances, may 
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be located nearer than 1/2 nile to the edge of the 
permit. Leases issuei are the standard petroleum and 
natural gas leases with a term of 21 years, renewable 
Pr further periods of 21 years. Credits from excess 
expeniitures on pernits may offset the first year's 
lease rental. 

There is no limit to the number of permits 
which may be held by a permittee. As has already been 
noted, in the northern areas of the province permits 
are issued on request, but in the southern part of the 
province they must be advertise for bonus bids. 

(bo) Drilling Reservations 

Drilling reservations were devised as a 
means of creating drilling activity in areas where a 
large percentage of the Crown lands has been dis-=- 
posed of by lease from permit, in areas near produc- 
ing fields. In such areas, the remaining Crown rights 
are not sufficiently large to provide interesting 
permit acreage, nor are the rights sufficiently 
proven to warrant lease sales. Drilling reservations 
have a maximum size of 20,000 acres, and are good for 
a term of one year, with a possibility of two renewals. 

All drilling reservations are auvertised for 

bonus bids. In the advertisement the department in- 
dicates the formation required to be tested by drill- 
ing in order to qualify the holier for leasing privi- 
leges, and indicates the manner of lease selection. 
On meeting the work requirement, a reservation holder 
may ask for a renewal or may select leases of up.to 
50% of the lands. 

If production is obtained from a well 


drilled on a reservation, the reservation terminates 
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and leases may then be selected. 

Leases from a drilling reservation are 
standard petroleum and natural gas leases similar to 
those from exploratory permits. No credit against lease 
rentals is granted for expenditures on drilling re- 
servations. 

The fee for a drilling reservation is 
$250 and rental is 50¢ per acre per year. 

(c) Leases 

Leases will be discussed under the following 
heading: 

(i) Standard Petroleum and Natural Gas leases from 

Exploratory Permits, Drilling Reservations or 

purchased at a lease sale; and (ii) Net Royalty leases. 
(1) Standard Petroleum and Natural Gas Leases - 
These are 21 year leases renewable for further 
terms of 21 years. The rental required is 5¢ 
per acre per month from commencement to the 
following. April lst and then $1.00 per acre per 
year. These leases do not contain any direct 
provision for commencing work but are subject to 
the general provision that tne Minister may send 
a notice to the lessee requiring him to commence 
work on the lease within six months after receipt 
of the notice. 

If a lease is offset by a well producing 
from freehold lands, a notice is sent requiring 
the lessee to: 

I. commence <drilling a well within 60 days; 

or 
II. surrender the drainage unit offsetting 


the producing well, or 
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III. elect to pay compensatory royalty, as 
though the freehold well had been 
located on ‘tHe Crown lands. 

Refund of Rent - the regulations contain provisions 
allowing certain refund of rentals during the first 

3 years of the lease through drilling. Lands which 
are located within a 3 1/2 by 3 1/2 mile block 
around a producing well do not qualify for such re- 
funas. These refunds are normally granted only dur- 
ing the first three years of the lease. 

Gas Areas - the regulations provide for reduction in 
rent in areas delimited by drilling as gas areas, 

to 50¢ per acre per year where a market for the gas 
is available (or 35¢ per acre if oil rights are 
surrendered). If no market is available for the gas, 
the rent may be reduced to 25¢ per acre per year, or 
to 10¢, if oil rights are surrendered. 

Royalty - production from standard petroleum and 
natural gas leases is subject to a sliding scale 
royalty of from 5% to 16% on o11, depending on the 
well's monthly production, and to 8% on gas and other 
products. 

Application for Leases - In the southermareas of the 
province those leases not selected from permits or 
drilling reservations are issued only after adver- 
tlsement for bonus bids. In northern areas, leases 
could be applied for but in practice this is not done 
as exploratory permits are issued in such areas. 

(ii) Net Royalty Leases - The net royalty lease is 
a device designed to allow any operator with capital 
sufficient for drilling and development, but insuffi- 


cient for buying oil in the ground at high prices, to 
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bid on proven or semi-proven Crown oil and gas rights 
and to pay the Crown for those rights out of sub- 
sequent petroleum production. 

The term of the net royalty lease is the same as 
for the standard petroleum and natural gas lease. . 
However, this term is divided into a "payout period" 
and a "net royalty period". For the payout period, 
the Department sets up a capital account against the 
lease which is determined by multiplying the number 
of wells drilled on the lease by a fixed per-well 
allowance advertised at the time of the sale. This 
capital account is amortizedby crediting against it 
the gross income from the lease less royalty paid to 
the Crown during the payout period. The royalty dur- 
ing this interval is the regular royalty payable on 
standard lease production but with a minimum of 12 1/2%. 

As soon as the aforementioned capital account has 
been retired, the lease enters the "net royalty" 
phase. In this period of the lease, a net lease in- 
come is arrived at by subtracting from gross proceeds: 

I. Regulatory royalty with the 12 1/2% floor. 

II. Lease operating expenses, including limited 

overhead. 
III. Certain equipment replacement allowances. 

This net lease income is then divided between the opera- 
tor and the Crown in the proportion originally bid by 
the operator at the time the lease was acquired. For 
example, if the operator bid 65% via the net royalty 
lease route, rather than bidding a lump sum for a 
standard lease, then during the net royalty period 


the net lease incone would be allocated 35% to the 
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operator, 65% to the Crown. 

Net royalty leases contain the proviso that 
jJrilling must commence eenin 6 months of the date of 
issue of the lease. Offset commitments are enforced 
on the same basis as with standard leases, except 
that offsets may be called from wells drilled on 
adjacent standard Crown leases. 

Rental and Royalty Costs. Appendix V to 
this submission is a statement outlining revenues to 
the government from lease sales, rentals and royalties, 
covering the fiscal years 1949-50 to 1456-57 inclusive. 
The Petroleum and Natural Gas Regulations 1958, 
(Appendix III-B) contain schedules of royalty rates 
and regulations concerning rentals and issuance of 


permits and leases. 
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De Conservation. 

(a) Licensing; A well under the Oil and 
Gas Conservation Act is defined as follows: 

"Well" means any orifice in the ground, excluding 
seismic shot holes and structure test holes, made 
or bewmermader by drilling, boring, or anv any 
Orneramanner, from which orifice any oll) cas ’or 
product thereof, is obtained or obtainable, or 
which is being so made for the purpose of obtain- 
movary.o1 optcas. or which 1s iricidentalrto 

the’ production thereof, or for the purpose of 
underground storage of o11, gas or products 
thereof, and includes any opening in the ground 
made or being made by drilling or boring for 
informational purposes as may be required under 
the Subsurface Mineral Regulations. 

Any such well shall not be spudded in or 
deepened without a licence to do so first being ob- 
tained. 

It is necessary for the department to main- 
Cain strict concvpol on drilling with respect to the 
location of wells and to protect the rights both 
of surface owners and of owners or lessees of mineral 
rights. To achieve this, applications for licences 
must include plans of survey and surface rights 
agreements or proof of right of entry. Right of 
entry may be granted by virtue of a mineral lease 
where the surface and minerals are owned by the same 
party. In order to protect the Crown against suit 
for damages as a result of drilling operations, 
the owner of the well is required to pose a deposit 


as a guarantee of proper eventual abandonment 
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of the well and site. This deposit is not released 
until a surface rights clearance signed by the owner 
of the surface has been received by the department. 
The deposit is $2,500 per well, with a maximum of 
$10,000.00 per operator. 

Up precept OL an appiacacian to drad ioe 
well, the department first checks to ensure that the 
well is located on target in accordance with the 
governing spacing pattern, and that the applicant 
has the right to the petroleum and natural gas within 
the entire drainage unit. If he does not have this 
right in total, then no licence will be issued until 
he has such right or has entered into a pooling agree- 
ment with the other mineral rights owners within 
the drainage unit. 

Survey plans forwarded to the department 
must be prepared from a survey approved and certified 
by a Saskatchewan, Alberta or Manitoba Land Surveyor, 
or a Registered Professional Engineer, and must show 
the exact location of the proposed well site in 
relation to any boundaries of natural or constructed 
features which may in any way affect the operations 
of whe; Orilling of the well. 

The owner of the proposed well must use a 
standard departmental surface lease form or a com- 
pany form which has been approved by and registered 
in the department, unless right of entry has been 
granted where the owner of the minerals also owns 
the surface. 

The application fee for a licence to drill 
is $50.00 per well, while the application fee for 


licence to re-enter is $25.00 per well. 
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(o) Pooling:  Ssetion 31 of the Oil ana 
Gas Conservation Act provides that: 

(1) Where two or hoes Separately owned tracts 
are embraced within a drainage unit, or 
where there are separately owned interests 
in all or part of a drainage unit, the owners 
of such tracts or interests may pool their 
interests for the development and operation 
Or the unit. 

(2) In the absence of voluntary pooling the 
Minister may, upon the @mplication of any 
interested person, make an order that a 
hearing be held by the board. 

(3) Upon the recommendation of the board, the 
Minister may make an order pooling ali 
interests within the drainage unit for 
the development and operation of the unit. 

The regulations under The Oil and Gas Conservation Act 
provide that: 

18. (17) Where two or more separately owned 
tracts are embraced within a drainage unit, 
or where there are separately owned inter- 
ests in all or part of a drainage uni, 
no licence under this section shall be 
granted unless such interests are pooled 
as provided for in Section 31 of the Act. 

That is to say, no licence to drill a well shall be 
issued unless volunvary or compulsory pooling of a 
drainage unit has taken place or the operator has 


secured a petroleum and natural gas lease from 


each and every owner in the drainage unit and such 


——j] lease contains a provision for pooling. While most 
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pooling to date has been on a voluntary basis, it 
has occasionally been found necessary to resort to 
compulsory pooling to allow development to proceed 
in orderly fashion. A copy of a typical compulsory 
pooling order is submitted as Appendix VI. This 

os vine Fooling Plan Governing O11 and Gas in the 
Mission Canyon Formation for Legal Subdivisions 1 
ene 2 iii section’ 31, Township 3, Range 32, west of 
eine lsu Meridian, Hastings O11 and Gas Field, 

Attached hereto as Appendix VII is a dis- 
cussion on oil and gas conservation in Saskatchewan 
as achieved under the Oil and Gas Conservation Act 
and related legislation. This discussion was pre- 
Dared by che T chnical. Co-ordinator of the O21, and 
Gas Conservatan Board and particular attention is 
drawn to the detailed analysis contained therein of 
the role played by unitization in the achievement 
of effective oil and gas conservation in Saskatche- 
wan. There are now nine unitized areas in the 
provinee and it is expected that this number will 
show a steady increase. The oil areas unitized 
vo date are Dollard, Rapdan, Eastend, Instow, South 
Success and East Alida Beds pool of the Alida field, 
while gas production units have been established in 
the Brock, Coleville-Smiley and Hoosier fields. 

A typical Saskatchewan plan of unitiza- 
tion, ° that established for the Dollard Upper Shauna- 
von Pool, is submitted herewith as Appendix VIII. 

(c) Well Spacing: The standard regula- 
tory spacing in the province provides for the 1i- 
censing of one well in the centre of any legal sub- 


division of 40 acres. Numerous departures from 


oe 
he ey 
5 
vi ha » 
is 2 es i 
- 
ie 
na . 
Pw a 
“ye 
at 
ah bas 
Ah dh « 
. 
| 
+ 
y 7 
; ‘ 
yi é 
eT 
fots : ar oe 
a” ee 
Aly 
Dy 
a ' 
< { bee has 
i 
\ 
suk Rake 
i 
Snail) en 
7) 
; 
) 7 
f 
‘ 
\4i f 
x 
: { 
| 
F 
i 
ow 
' 
i 
f , 
t 
: : 
q 
‘ Ss 
7 4 
ny apt) 
te : 
' 
¥ 
‘ 
a vs * 
, 
rn J 
aut . 
+ Z 
1 EB 


SOR % <td a0 ne ved a 
ws et 4 Aeeceieoi, baie na qe 


, Oe ae abate tna 
dete WE Rect ites SE 


eye ef 
b, 


i 
FC art ¥ bacte aie or tect 


- ote bilan 3 fmea 


{ Ps = Ha 


t +a} 


as bac sea at y auto 


‘0 Rent BIR 6 | sishtash mai fa anton ont ae 7 

whee: Sing tact “ite bieara t noyew 1 | 

b. Baree ae “Wot \ iE motdaski at ae 
ead bon Cho. eedhdekh bt) 


haat iotert hehe Fa 


F ' ‘ Dt ve oe 4 ie . " - 
" ‘ he A ay 2 ins ea es 5 bt 1 i ‘ J | Lagi 
a : 
TSG ARN) Os Lit) er Seog Bey abet o8 ae 
; ehh ‘i mob i ‘ 
BY er A 
+ ) big ray - “yf { jz Peete Papen ? 
eg) be ] 5 ha i ‘a a, re \ 5 4 | rf 
if ‘ re ie : 
| i ‘ 
My mi nek ‘ = nf — sees | 
PES OOD, Ue ees iT ops yd Dens 
{ 4 nal | : i - 
vt ae | iy either “3 iwi Bf m*Y ry 
< Hie f ‘ Lae, Serie ae ORE bs CEN! G.Bar 
* ; y ; 
e P= - 
nt Me ~ 
| | oe 
ayia , TY LES OG cate aka Oe ae ELD, 
‘ Ran ; rans Oe 
" ‘ » ee 5 ' TF, 5. " = m Cioeet ria 
we 2 \ f KS Je © Pea ae ae 9 fe Se | 4 CV Sry Ae, 
val y 4 Oey mr 
hy ites 9 vit sh f Ph ae wm. & -¥ ya Ls Ara) 
t _ . . iftt 
y's My Orla wor ete wi Ott.) lime 
ot 
ie a 
f a ae i i ‘ 
\ O£h¢ Jedd betoorke ot 9h bye saakvete 
f ~ ‘ vid # Ts a] hey ea ay 
Fi { P i id Udit DW ee Pe 
i ; 
f 
ti Diy gis Paper, rege fb Pei er oy Stet as 
4 “ 
a ae a SHILA Jeaa b Séonoug 
ines 
{ A y 
ey We ; ye ae oe 
te .( Ff 9) eyes H f sD det but ad ae eS ~ Livw 
¢ ie: | . 
i val 
f ia My i Pe sf r 4 1 
, 1 ’, 4 _ rv i <p: I a ry xoOKe B3 Si 
: ; Skok Br id , } a 
{ 4 ’ iE ema i. Piety. a a: 1 4 
edi heg? en We LI fot ete abe - ia 
if oa S ay “© poral aN Y J 
‘ YQ j 
E a 


Dh Wee at 


4A 8 Tih Phar aes ret if ay toat,; lates ay 
vi nen : = 1s raul’ 
6 Oe tau Stic ; A ark vm o 
ab aes vik eas ‘ ‘i a fh 
ae : ee ult: is } I 
Ba Rae ps om ab taihnd, cae , 
EC Cel Ons le ken. b 4 
pe al Mid eg en a 
1S eh veka Ben 98, ob ue ‘6. 
it ‘deh ii 


——$$__ 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO @ 998 


this regulation have been made within fields, 
with the result that the province now has spacing 
patterns providing drainage units of 10, 20, 40,80 and 
160 acres. While the present trend in the industry 
is generally to wider spacing and fewer wells, 
drilling in’ Saskatchewan has basically been on 10 
and 20 acre patterns for heavy, viscous crudes, on 
40 acre patterns for medium gravity non-Mississippian 
erudes and shallow, thin-pay light crudes, and on 80 
i 

or occasionally 160 Here spacing for the Mississippian 
production in the southeast corner of the province. 

Departure from the standard 40 acre spacing 
pattern is handled in two phases. For example, when 
a pool is discovered and several wells have been 
drilled, the operators may decide that an 80 acre 
pattern will probably provide the most efficient 
and economic means of recovering the oil. A submis- 
sion is made to the department, outlining the re- 
quest for revision of spacing pattern and the reasons 
therefor. The department then calls a public inquiry 
to examine the request or any objection to it, and 
if it is approved in principle the Minister of 
Mineral Resources issues an interim spacing order, 
which limits drilling in the area to one well on 
each of eight designated 80 acre drainage units within 
each section. During the period of the interim 
order, while the pool is being developed, the opera- 
tors are therefore protected from having to drill 
offset commitments on a 40 acre pattern. However, 
the wells drilled during this period are limited to 
production at an M.P.R. (Maximum Permissive Rate) 


calculated as if each well were only draining 40 
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acres. During the early months of production, the 
operators then collect all pertinent information on 
Ree Voor’ Ss producing characteristics BOVIUBoLL ye an 
increase in the M.P.R. based upon 80 acre drainage. 
Upon receipt of a submission containing this data, 

the department calls a second inquiry, and if the 
facts presented justify such action, the spacing order 
is revised by the Minister to increase rates to 

those applicable to permanent 80 acre spacing. 

The major factors taken into account in de- 

ciding on a satisfactory spacing factor are: 
(i) Gravity and viscosity of crude; 
(ii) Porosity and permeability of formation; 
(iii) Relation of oil pay to overlying gas cap 
Or any underlying aquifer in contact wach 
ee Lbs 
(iv) Drive mechanisms operating within the 
reservoir; and 
(v) Relative economics of wide and close 
spacing patterns. 
The objective is always to drill the minimum number 
of wells which can be expected to drain the reser- 
voir adequately. 

(d) Production Control: In contrast to 
the practice followed in other provinces, wherein 
each well in a pool is allocated the same Maximum 
Permissive Rate (M.P.R.) based on the overall en- 
gineering and geological characteristics of the pool, 
the Saskatchewan Department of Mineral Resources 
establishes an individual M.P R. for each well, based 
on the pay zone encountered in that well. It is 


considered that during the early life of any pool, 
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tae individvial well M.P.R, provides control to! limit 
production from any drainage unit proportionally with 
owe siace OF “Olt in piace-in the pool Ph vis te) tee 
comes obvious that due to structure and drive 
mechanism within the pool, certain unfavourably 
located wells will not be able to produce their equit- 
able share of the total oil in the reservoir, despite 
the individual well M.P.R.; then the operators of 
those wellse»have= recourse To-request" wunitigationeor 
bie pool” tosprotect’ their interest. 

Upon completion of a well, an operator applies 
for'an M.P.R., using the best data available on pay 
thickness, porosity, interstitial water, shrinkage, 
evucs in the M.P.R. “form provided by the department. 
tO arrive at a value in barrels per day which the 
well may produce. This application must be filed with 
the department no more than 5 days after the well goes 
on production. This "applied-for M.P.R." then becomes 
the controlling vate of production for the first few 
days of the well's operation. The department's Re- 
servoir Engineering Division examines the application 
and all available pertinent data, including that 
used for establishing M.P.R.s for nearby wells, and 
establishes an: of ficial MiP RY for the well, iwaich 
is normally made effective on the first day of the 
month following the day of first production. All 
M.P.R.s are subject to review, either periodically 
by the department or at any time for an individual 
well at the request of the operator. Experience has 


shown that the M.P.R. established by -he department 


may be less than, equal to, or greater than the 


applied-for M.P.R. 
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In line with the generally accepted concept 
that production from an oil well should be restricted 
if excessive amounts of gas and water are produced 
im conjunction with the oil, provision is made for 
the application of gas/oil and water/oil ratio penalty 
factors: to the authorized M.PiR. The resulting ad- 
pustven iL P.R. is’ thenpused. inv actual alculation of 
monchly allowables. 

Full details of the methods currently used 
in allocating and! Limiting production of wllyeand eas 
are to be found in the appendix to the regulations 
under the O11 and Gas Conservation Act (appendix III-D). 

(e) Secondary Recovery Programs: With the 
exception of the Lloydminster area (where crude oil 
has been produced for over a decade), most Saskatchewan 
oilfields are quite young. Most of the fields have 
only recently reached the stage where it is possible 
to determine whether secondary recovery methods would 
be successful and economical in increasing ultimate 
Oliuewecovery.: 

Water injection to maintain and increase 
reservoir pressures has been tried and has met with 
favourable success in several areas to date. As 
is noted below, a gas injection plan was tried at 
Coleville on a pilot basis without success, and it 
is too soon to assess the Success Field project. 

It appears to have been generally conceded 
that in low gravity crude areas such as Lloyd- 
minster, secondary recovery by simple displacement 
using one fluid (water or gas) cannot be expected 
to produce spectacular recoveries. Since it is now 


estimated that primary recovery methods will nov 
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achieve more than 7% recovery in these fields, the 
need for application of some recovery stimulus is 
great. 
(a) Water Injection. 

ts Dollard Field: The first secondary 
recovery project of importance in the province was 
the pressure maintenance operation in the Dollard 
Pele wune L1Ts > Of] reservoly to be unitiaged in 
Saskatchewan. This project started on a pilot scale 
with four water injection wells about two years ago. 
At the present time it has been expanded to a full 
scale operavion consisting of 10 injection wells in 
a modified semiperipheral line drive. The water is 
injected at an average rate of 8,500 B/D. Water for 
injection is obtained from Viking and Blairmore forma- 
tions in the area. The primary recovery for Dollard 
field was estimated at 10% and secondary recovery 
by water flood is expected to increase the total fre- 
covery to 27% of the oil in place. The Dollard field 
covers a surface area of about 9,320 acres and the 
oll an place is estimated at 2l2,000,000 bbls. 
Secondary recovery measures are expected to increase 
the oil recovery by 36,000,000 bbls. 
ale bo Steelman Field: Another secondary recovery 
project of importance which may become one of the 
most important undertakings of the future is the 
Steelman Pilot Water Flood. This plan is nearing 
completion and will be in operation shortly. The 
pilot plan consists of a ten acre five-spot flood 
to test floodability, injectivity, and various 
other operating problems that could be encountered 


in waterflooding the Main Midale Beds in the 
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Steelman Field. Injection water is to be obtained 
from the Blairmore formation and the initial injec- 
tion rate will be 800 B/D at a surface pressure of 
2,800 p.s.i.g. (pounds per square inch gauge). 

This project is considered important because 
the Main Midale Beds in ‘the Steelman field, although 
mot. wet completely defined by drilling, cover 50;000 
proven productive acres. The total oll) in place in 
the proven area is estimated at over 500,000,000 bbls. 

Preliminary studies show that primary re- 
covery of 18% of the original oil in place can be 
expected; water flood calculations indicate that appro- 
ximately 50% of the oil in place is recoverable. Full 
scale water flood in the Main Midale Beds in Steelman 
field could increase the oil production by more than 
170, 0007000 bbls. 

LAs, Gull Lake Field: A pilot flood of the 
Gull Lake field in the Upper Shaunavon Pool had 
been operating nearly a year when the subsurface 
water source failed and the scheme was closed down 
temporarily. The area involved is about 1,000 acres. 

The total volume of water injected into 
the producing formation at shutdown was approxi- 
mately 100,000 bbls. The results were encouraging 
bet insufficient to evaluate the project. “Av present 
this undertaking is being converted to use surface 
water from Gull Lake. 
aye. Fosterton Field: A small pitou- project, 
started in March, 1957, is in opera-ion in the 
Northwest Roseray Sand Pool near Fosterton. The 
area involved is a small pool covering about 350 


surface acres. It consists of 4 wells forming 


scree li At NATE ELAR LO LTT A ORO L OAL 


ee 


A ey art fi i 
aD ‘ \ j wean , , ’ } 
yA cy Lheh | Yo Deke heo visto .Lemee hey fort) 
j 1 vg Ne \ 
a : ‘ vy : 
a Rew aa Oo Letad: ont toubora A navernd | 
\ , same <) rahi 4 ye F 
7 oe ) Ws hee ae Me ‘bs achenst jae w a es fe 9 ye va eva | 
SAC ANAL ces Ne Elbo HP a ead ayes am) ? 
‘ ie : , Ry tig pt i) a MAb ae ag ee oe es r ni ey 4 
Mee Dee SR: eines gota ctes rue thank fee 
. i \ int ‘ " 4 a wy Mae we fi 
‘ wee ee oe ae Pi We y ifn ee? | 
eo eRe Pe Lae ee eT aS WSL 10 a ayaa . 
, Ride eee 1 hd erin! te elite Pie a Bhi eth nike parry igen i hs ah 2 a) y 
an a ae pe BA OAs: ea CSL LES Dao 2) coe ' by a mee 
4 r ah 1 p 
Pats RRs als Kar i a ie ae A 
a + Litgaie ty Bt goede We CPO eld De ae clodatebye | 
‘ Ee Ee aN eae 
an tf ry ous ) teh: ec it beolt “evew eiege 
a OO ics ss : 
arg Y (aay ( ay q - 
ie a Borg te vert? saepinck Bled gia 
. ‘ “ys , ge i Ns : : 
aD 3 OO) OOO oO A 
Y ® a ut 
“aah. Be i ofall sia, five Py 
Ps ary ik vee 5 ‘ , 
ue 1 U . ct : j 
\ . S 7 we ® - if - 
‘ f ti 1 i ah | tw 5 4, Dd, eS ee Sre Lind 
te ahs : Pek Ei 
f Y t Ws pare 4, wit Poe fy wes Lae, (aerct 
“ithe ime ry, 
vie Se at . we Ae 
; ia i? Bae: bot fe4 POUL Te ew 
vi ; eee re 
RR ea if wt, bev Ov sete eT Lessroqmed 
Natl ; mutoy {avod eri 
corey Sane . 
oy “i Ho de Heber. “Sas betd * sig 
: Bs ies 
ri . 2 7 rar i OF ke 
hee ett) ea mes ae SS Wee uy alLuid OGG GOL % Lesa 


5 ek A Lae . ert Loook e. ie ; abel ey sm v ta ont | ; a 


ne | ‘< Dey eat & vale fp 16 hee of “sie vist 


v aa | ea ’ Or Be 


weitere eee vnineipa 


bli ar ee 
Pa ate pica Urazahl 


cP St, 4 FAN bya wae ma faite pe #4 fy 


) i ; y We 
Beet US ane y ‘ee ti ie ies ay ales a mee oh i t Wi 
‘ Z is o owe 


Batya Tk ima) ‘ 


oe 


. safc 4 m Wake: 
veLorg ecit ‘evauleve iad teetorat very Cog 
a | a es 
med) OB ACs ayth Tel eRe sey Cates ibis 
Solel LIND wort setae 
aos aa yg Ligne a :biel® nosissveor,” ern 2 4 
ei eo ae ae oY Py {ate phos 
mnd 4 ieee Tl el hice Hom SM nie be ttesa 
GPS see eee tay bic wiht ata i eae Lee ey 
ci! Reo Ay ae Ke od 4 brad By bali A¢ebeitron | 
EN nist ith WiuineRea is ra i De Ng i eet 


“iba tend ry ae b 


f $y be ye 


Datevak ae 


ANGUS, STONEHOUSE & CO. LTD. 3004 
TORONTO, ONTARIO : 


a portion of an inverted 5-spot with one injection 
well and 3 production wells. The injection rate is 
1,500 BWPD and injection water is salt water produced 
Woe O11 Virom. the pool . 

iG LS G00 early in the life of this project 
to expect any conclusive results. The results will be 
of a major interest and should have a decided bearing 
on future secondary recovery schemes in Fosterton and 
success areas. 
ae Lone Rock Field: Asma). piloveplaniv as 
being operated in Lone Rock field. The configuration 
is an inverted 5-spoc on 20 acre spacing. Injection 
water is produced water which is obtained from an oil 
pircocessine plant. in the area, The gravity inpus’ rate 
is 200 bbls./day. The immediate area involved is 
one section. The primary recovery is estimated to be 
about 10% and the secondary recovery is calculated to 
increase this by an additional 6% to 7% of the 
prVeineals OL it, place, Ll the scheme performs accor- 
ding to expectation and is further applied to the 
wiole Spool, additaonal oil» *recovery ‘should be 
5,0003000) bolls. This scheme is in the heavy crude 
area where viscosity ratios are not conducive to 
high secondary recoveries by water flooding. 
Vi. Instowe Field : Operators of Instow Unit 
have applied for permission to inject water into the 
oll ecnenon' a pilot scale in\préparation Tora Turd 
scale Flood. The volume for a full scale flood 
would be 5,000 barrels of water per day. 

The reservoir conditions in Instow are 
similar to Dollard and similar recoveries are expec- 


ted. The estimated original oil in place under 
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proven acreage in Instow field is 65,000,000 bbls. 
A secondary recovery scheme by water flood could 
yield an additional 11,000,000 felon mcg acon Hare WAND 
(act. ) Gas Injection. 
VIL. Coleville-Smiley Field: A pressure 


maintenance plan by gas injection was tried in the 
Coleville-Smiley area. After months of operation an 
increase in gas oil ratios in adjoining wells was 
noted without any noticeable increase in oil produc- 
tion. The scheme has been considered unsuccessful by 
the operator and is at present discontinued. 

VILE. [suceess Field: Gas injection is 
being tried in Success Roseray Sand Pool. The injec- 
tion was started last November. The scheme is in pilot 
Stage using one gas input well. The expected input 
will be about 1.5 MMSCF. No data is yet available 
Cm. Pesultls of the project. 

iG. addition toughe eee projecus sprlerly 
described above, which are primarily secondary -re- 
covery and pressure maintenance programs, there are 
some fourteen salt water disposal wells throughout 
the province which are classed as pressure mainven- 
ance wells since water is injected back into the 
oil producing.zone. The injection raves vary ted 
150 B/D up, depending on salt water available for 
disposal. In the Lloydminster area, the injection 
wells have a minimum of equipment, usually limited 
to filters and meters. Chemical treatment is 
rarely used, and gravity injection 4s the usual 
procedure. Water is often conveyed to disposal 


wells by truck. 


In the southeastern part of the province 
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(especially in pools subject to water drive where 
increasing water cuts can be expected with time), 
the injection wells are much more elaborate. 

There is normally some system of gathering lines and 
injection wells are equipped with force pumps for 
pressure injection. Some of these injection wells 
were designed to handle up to 4,000 barrels of water 
per day. 

Possible Puture Secondary Recovery Methods - 
Saskatchewan operators are watching with considerable 
interest the experiments being carried out south of 
the border to increase recovery from oil reservoirs 
by two promising techniques: (1) in 'situ combustion! 
of a portion of the hydrocarbons, and (2) the ‘miscible 
Slug’), gas sweep. 

In situ combustion experiments have indica- 
ted that up to 90% of the hydrocarbons in a reser- 
voir may be driven to wells adjacent to the input 
fired well, even where the reservoir has been pre- 
viously water flooded. Should this technique prove 
economically sound in field practice, greatly in- 
creased recoveries may be hoped for, particularly 
im theheavy gravity crude oilfields where the rela- 
tive viscosity of the crude oi1 tends to promote 
water coming, md where the latent energy content 
of the reservoir may have been low even under 
virgin conditions. 

The miscible slug gas sweep experiments 
involve the injection of a frontal wll of propane 
or other liquid petroleum gases,followed by inJjec- 
tion of natural gas. The propane dissolves in 


the crude oil in the reservoir, making it less 
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viscous and improving the permeability relationships 

of the reservoir rock to the crude as compared to 

its permeability to gas or water. The natural gas 
following behind can then more successfully drive the 
improved crude to the well bore. At the present time 
the necessary volumes of liquid petroleum gases are 

not available in the province at a price which might 
warrant experimentation with this technique, but it 

is considered possible that this situation will change 
ave mou LOO. dilsvant TupUure, 

(f) Conservation of Flare Gas: The coliec- 
tion of flare gas has received considerable attention 
from the department. At present a gas collection sys- 
vem to pick up flare gas from oll wells producing an 
the Smiley area has been built and a gas processing 
plant is now in operation. <A much larger scheme vo 
eollect ollfield flare gas in the Steelman area of 
southeast Saskatchewan is slated for completion in 
the Lav. Mor O50. Propane, butane and sulphur will 
be produced as by-products and dry residue gas will 


be sold to the saskatchewan Power Corporation. 


CG. ESTIMATES OF RESERVES AND FUTURE PRODUCTION 
POTENTIAL. 

bia Crude Oil Reserve Estimates: The 
development of most of the present proven reserves 
of crude oil in the province has taken place during 
the past six years. Due to the fact that early dis- 
coveries were confined to heavy and medium gravity 
oils, the development of markets through the con- 


struction of refineries especially designed to 


handle these crudes was necessary before the fields 


could achieve more than token production. The 
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majority of fields may therefore be considered as 
having produced for four years Or Less, and are Sra 
in the very early stages of depletion. As a result, 
reservoir studies using depletion data do not provide 
trustworthy estimates of oil in place and expected 
recovery thereof, Wherever possible, of course, de- 
cline curves are used as a guide and check on pre- 
liminary volumetric calculations. 

While it is fully expected that pressure 
maintenance and secondary recovery programs will be 
applied to many reservoirs in the province to improve 
the ultimate recovery of petroleum minerals from 
them, it is too early to estimate the success which 
such programs may enjoy. . In all of the followings 
reserve estimates, therefore, no allowance has been 
made for improved recovery due to artificial stimula- 
tion, except inthe one instance of the Dollard tieig, 
which is presently undergoing pressure build-up by 
water injection. Even in this case, the ultimate 
success of the program cannot be guaranteed, but 
Since it shows excellence promise after two years of 
operation (including pilot flood period), the 
theoretical resulting increase in reserves has been 
included in the department's 'proven recoverable! 
reserves. 

THE CHAIRMAN: What do you mean -- sort 
of pilot basis? 

MR. WILLIAMS: Yes. I believe that water 


was interjected into four wells. 
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Notes to Table: 

Proven - includes volumetric estimate of o11 am 
drainage units having wells capable of 
commercial production, plus that in undrilled 
drainage units within established pool 
boundaries, which are offset by commercial 
production. Only one drainage unit was 
assumed to be proven under each wildcat 
commercial producer. 

semi-Proven - includes a volumetric estimate of 
oil assumed to exist within a reasonable 
distance of proven reserves, from studies 
of geological, seismic, and production data. 

Probable and Possible - see detailed discussion 
of derivation of these reserves in Appendix 
IX submitted herewith. 

Recoverable - for proven and semi-proven reserves, 
the recovery factor used for any pool is 
that which, on examination of geological, 
Droduction,eand pressure decline datas tne 
department staff felt was most appropriate 
fon Che nook. In the probable and possible 
estimates, recovery factors had to be 
guessed, since nothing is known about the 
characteristics of these as yet undis- 
covered potential reservoirs. Recoverable 
reserves are estimated as of the end of 
1957, and have been reduced by aH ideo 


barrels of production taken to that date. 
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MR. PATTERSON : May I interrupt 
you at thac point on this table of Crude Oil Reserves, 
for the Commission's information we had evidence in 
Calgary from the Canadian Petroleum Association with 
respect to Saskatchewan reserves and we found in com- 
paring, for example, the proven reserves given to us 
Dye ALT A .or Saskatchewan they had a figure of 
420 millions of barrels whereas yours, I believe, 
cotal something in the neighbourhood of 675 

Now, we would appreciate it if you and your 
advisors, he, gentlemen on your staff, could explain 
to us how the discrepancy arises and the reasons 
imp tunimking.. L think we can deal with simply the 
proven for the moment. I have the technical methods 
from reading the submission used both by yourselves 
and the C.P.A. in defining the word "proven", we 
have a definition that seems similar. Would you mind 
discussing that and telling us how that comes about? 

MR. WILLIAMS: I believe the Commission has 
already received a prior submission from the C.P.A. 
Pomeerninesune differences The Department engineers 
and the C P.A. engineers met to try and resolve the 
differences, or the reasons for the differences, 
prior to this hearing, and from that discussion it 
became obvious that the discrepancies were basically 
in the vounger fields where opinion can vary 
considerably on che recovery factor which may be 
obtained from those fields. There were, of course, 
also indications that there were some differences 
in the effective pay thickness and recovery factor 
used throughout these fields, although: tierDeparg= 


ment does not have access to che full C.P.A 
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caliculavlons. PBabically, though), ithe difPerences 
are sarmatver of opinion ins those’ fields inwahicn deq 
tailed calculation from tabulation curves cannot yet 
be drawn 

i tei nknteshouldmmention that since our re- 
serves arevconsiderably more at variance ‘with the 
e.).A. Bigurejuhan\aré the fisures oiyinetslperpa 
Conservation Board, in explanation of that I should 
PeimcqouG in Avberta the imiper |). the Mindividuaittrerd 
or pool is established after submission of detailed 
engineering data by the industry and by the Board en- 
gimacers) folbowing whichrtherée is arcertain anount oF 
compromise and the estimates of reserves and produci- 
bility of the various fields-and the Alberta Board 
does, therefore, have access to industry's thinking 
on recoverability and oil in place in these fields. 

In Saskatchewan on the individual m.p.r. 
operation, that we use there isino need for this. -1 
believe it is three times a year they meet in Alberta 
establish ) pool myp.ri's. Therefore, we have not 
direct contact with industry on this particular type 
Cte aniornia takon', 

MR: PATTERSON s Would you say that there 
is avdifference in the, perhaps, optimism or ‘conserva- 
tism in approach to the problem as put forth by 
C.P.A.? Do you think you are being more optimistic 
in regard to some of these earlier or younger fields 
than perhaps they are? 

MR. WILLIAMS: Undoubtedly that is cor- 


rect. We are more optimistic than the industry as 


a whole, although there is a small amount of varia- 


tion in the actual definitions involved. 
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MR. PATTERSON : Out of discussions you had 
with the Coren. did the question of the amount of gas 
and oil and water ratios have an effect on the C.P.A.'s 
reserves as compared to yours? Were they cutting them 
Gown eau eii by reason of that? 

MR. WILLIAMS: Yes, I understand that the 
C.P.A. did reduce their recoverability due to produc- 
tion at high water oil ratios, where the Department may 
have used an overall recovery factor based on general 
eharacteristics of, the pool. 

THE CHAIRMAN: That raises a question in my 
mind. How can you consider these energy sources from 
a national point of view when you get differences of 
estimates such as you disclosed? You gave some rea- 
sons for that. You also stated, as I recall what you 
did say, that you don't have access to industry's 
figures. Do you think in connection with natural 
gas and oil, the statistics that you can go on in 
the Province--please don't misunderstand me, I am 
not! belittling the work of the Province one 16ta; 

I don't mean it that way. I mean, as far as I 

can see I don't think that there is adequate bring- 
ing together in our country as a whole of 

uniform methods of estimation, co-operation, or 
co-ordination statistically with industry and with 
various governments which is necessary if one is go- 
ing to think in terms of a national policy as the 
Minister spoke about earlier this morning. How can 
you properly deal with a problem on a national 


basis if the parts that go into it to make up the 


whole are estimated or put together on a different 


formulae or bases? 
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MR. WILLIAMS: I think I may have given a 
Slightly wrong impression there, Mr. Chairman. We 
Have all of the information on the wells and fields 
an Unis Province that the industry has eat their com 
mand. When I said that we did not have access to 
the industry's figures, I merely meant to their 
detailed calculations for this particular submission. 
The ©.P.A. Reserves Committee, I understand, are 
sworn not to divulge their individual pool calicula- 
tions to anyone else, either in the industry or the 
eoveromenu.  ~1 believe That 18 part of their isec-up. 
That is the way they are able to get co-operation 
among their members to arrive at figures of this 
Docurce., Therefore, we are nov quarrelling with chaz 
Su.eliy We ere not in @ position to iniievail. say 
iets Darvicular point you have differed irom ius 
this far and therefore perhaps we are wrong -- we or 
you are wrong. We have not been able to establish 
that, slthough our figures were made available to the 
Creatine ds 

THE CHAIRMAN: I see what you mean. 
Carrying that a little bit further, suppose you did 
have a National Energy Board that has been talked 
about, and suppose it had, as part of its responsi- 
bilities or functions, the collation, the gathering 
and collation of statistical material =-- confine 
te foru. the moment to o11 and natural gacr- 
would there be hesitation on the part of the Pro- 
vince of Saskatchewan in furnishing the relative 
Stetigtios to that body? 

MR. WILLIAMS: No, none at all. 

THE CHAIRMAN: I mean, this secrecy 
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we are speaking about is more from the point of view 
of not disclosing to a competitor or another producer 
who is a competitor a discovery until the lapse of 
a certain amount of time to enable him to capitalize 
on the discovery? 

MR. WILLIAMS: I believe that is. ‘the intent. 

THE CHAIRMAN: Would it or would it not be 
advantageous to the Province if there were that 
Pathering togecvher of statistical information from 
industry from the various Provincial Governments and, 
iy" tacv, from” all relative sources, and. that stapis-— 
tical information were maintained not only from the 
point of view of Canada and all various Provinces, 
but also on a world-wide basis, so the world oil 
Situation could be known in a relatively short time. 
The statistics would be there. Would or would not 
such a thing be helpful in the administration of your 
respective statutes in the Province of Saskatchewan? 

MR. WILLIAMS: Yes, Certainly, Mr. Borden, 
bub LT believe that sttuation will inevitably evolve 
here. Our differences of opinion on these reserves 
at the present time basically stems from the thought 
the \ollfielids are Yess than 4 years old, " Thevearec 
in’ tnat youthful stage where opinions can vary con- 
siderably. I would venture to suggest if we were to 
have no further discoveries in Saskatchewan from 
this day forward, then within the next 3 years we 
would have practically a unanimous opinion on the 
recoverability of the presently known reserves aa, 


Saskatchewan by the end of that time. You would 


have more productive histories than our fizures oF 


Cer. sLigeures. It would come together from a 
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fuller understanding of the operation of these fields. 
I think it is just a matter of the youthof our industry 
and our knowledge of our Laeepiue reserves that. 15 
responsible for the discrepancy at the present time. 

H feet we-are rapidly coming of age &s far as thar 

is concerned and would be able to provide quite accur- 
ate estimates of this nature within a very short 
period of years. 

THE CHAIRMAN: During the interim I can 
quite understand the problem you face. I can see no 
difficulty in a National Authority, whatever you want 
to call it, correlating these figures and making 
your own appraisal of that, or saying In the total 
that it is on a different basis in Saskatchewan than 
Alberta. As you become adult -- let us put it that 
way -- would there be any reason why such a marriage 
should not take place? 


MR. WILLIAMS: No, nome at all. 


THE CHAIRMAN: I think it would be helpful, 


would it not, to Saskatchewan to know what the ex- 


perts consider to be proven reserves of natural gas 
in the Province of British Columbia, for instance? 

MR, WILLIAMS: Yess. of course, tose 
figures are available to us in the C.P.A. publica- 
tions by regions. 

THE CHAIRMAN: That is by industry? 

MR, WILLIAMS: Yes. 

THE CHAIRMAN: There is a difference be- 
tween that and the Government's estimation? 


MR. WILLIAMS: Yes. 


THE CHAIRMAN: That existed in Alberta. 


——— It exists here with your figures. We have not seen 
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the ones from British Columbia yet. We have not had 
the British Columbia Government's submission, but I 
assume that the same thing would be true there. a 
just, wonder if we are not somewhere deficient in the 
sum total of our statistical information from the 
best use of government throughout the country and 

for whe best use of industry? 

MR. WILLIAMS: It probably could be im- 
proved. 

THE CHAIRMAN: Thank you. 

MR. WILLIAMS: In Place - estimates of 

Oil in place under. virgin conditions. 

The weighted average recovery factor for all 
proven reserves from these estimates works out to be 
14.6% of estimated original oil in place. This is 
obviously a very conservative estimate, and might, 
without too much imagination, be stretched to 35% if 
possible secondary recovery programs are considered. 
Using such a recovery factor only in connection with 
proven and semi-proven reserves, the estimated total 
recoverable oil in all categories in the province 
including the estimates of probable and possible 
recoverable oil would be 4.5 billion barrels. 

Dm Forecast of Future Development of O11 Re- 
serves: Figure I in Appendix X attached shows the 
anticipated rise in gross recoverable reserves. It 
should be noted that the increases are not due wholly 
to new discoveriés but that improved recovery 
efficiencies due to secondary recovery operations 
have been taken into consideration. 


The trends were established by plotting 


the reserve estimates for the past four years. Niky 
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was felt that the rate of increase of recoverable 
peserves in the present producing horizons, i.e., 
Cretaceous, Jurassic and Mississippian, will tend to 
bevel Cit and continue to do. so. it was also felt, 
nowever, that discoveries in the lower Paleozoic 
would tend te offset any decline in rate of increase 
asorecoyerabie reserves for at least the next three 
years, but that thereafter the rate may not be as 
Creau. 

i Estimated Future Oil Production Potential: 
Due to fluctuations in crude oil markets it is extreme- 
ly difficult to forecast future production. However, 
in an attempt to give a guide, the estimated produc- 
tive potential, assuming an unlimited market, but 
joc gormal M.PoGR.  cOnerok, Is given on Tapia. 
The ratio of estimated potential to net 
recoverable reserves was established from peak 
production and reserve data. sSince the rate of-pro- 
duction is expected to exceed the rate of discovery 
within the next 5 - 10 vears this ratio was de- 
clined at a constant rate to establisn estimated 


fucure production povential. 


TABLE XI: Estimated Yearly O11 Production Potential 
a. OY Crude Type «ee aN 
(Millions of Barrels) 
Year Light Medium Heavy Total 
195 ee We: 29.0 40 61.8 
1959 Se Ste out [3.0 
1960 Love 38.6 3.5 84.3 
1961 48.7 WOR @) BH moe wk 
1962 Bee 12 26 are 100.4 
1963 59.6 ke 4 2.0 105.0 
1964, Us. Ness emis 105.9 
1965 62.5 HO 5 2.6 105,65 
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(a) Non-Associated Gas 

Discoveries of dry gas fields not associated 
with crude oil in Saskatchewan have been limited to a 
few reservoirs having relatively low reserves and pro- 
ductive capacity, along the westerm boundary of the 
province. All “commercially interesting Pinds cr 
this nature have been in shallow Cretaceous forme thas 
locally named the Colony Sand at Lloydminster, the 
Viking and Unity Sands at Unity, the Viking Sand at 
Brock, and the Medicine Hat S.nd in the Hatton Field. 
in addition to these reserves, Viking Sand gas is 
being produced in the Coleville-Smiley field. This 
latter gas is associated to a minor extent with the 
Smiley-Dewar and Eureka Viking oil pools in structural 
lows which exists dn the productive Viking Sand” foma- 
tion which extends almost continuously from the Alberta 
border through Coleville to Dodsland. 

The gross volume of recoverable reserves of 
non-associated natural gas in the province, including 
that in the aforementioned Coleville-Smiley trend, 
has peenm estimated ab 59OL biltionm cubic Teer, nce 
showniein Apoendix, xX, figure f2: 

Since no other geological formation has 
shown particular promise of being productive of non- 
associated natural gas, the estimate of expected 
growth of gross proven reserves has been Limived 
to the expectation that further Cretaceous gas 
accumulations will be located. No further major 
discoveries are expected in this geological strata, 
bus some additional reserves are expected to be 


found in the general area of Coleville and Swift 
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Current, and possibly in northeastern Saskatchewan. 

Go) Shot Field Gas: The potential volumes 
of oil field flare Gas available for collection and 
pipelining to market are somewhat more promising, 
though to date this type of gas has not been a substan- 
tial contributor to the province's gaseous fuel require- 
ments. At the present time, only the Smiley-Dewar 
Viking oil pool and the Colevilte Bant?r ott pool have 
gas collection systems feeding the domestic market. 
Two other pools have gas collection systems, but the 
gas is being re-injected into the reservoir (Success and 
South Success). At the present time, Steelman Gas 
bed. ia constructing a 25 million cubic foot per day 
gas collection and processing plant in the Steelman 
field, and it is expected that the residue gas from 
this plant will be piped away to market rather than 
being re-injected into the PEservoir, The poote an 
the Alida-Nottingham area will also eventually contri- 
bute residue gas for domestic consumption, though 
there is some possibility that this gas will be re- 
cycled for some time before it becomes available for 
Sale. 

Any forecast of availability of Pipeline 
gas from oilfields must of necessity be somewhat ar- 
bitrary, since many assumptions must be made in carry- 
ing out the necessary reservoir Study to echimare wane 
fluctuation in producing gas/foil ratio as depletion 
of the reservoir takes place. For instance, insti- 
tution of a pressure maintenance scheme in a reser- 
voir operating normally under only dissolved gas or 
depletion type drive might reduce daily gas produc- 


tion to 50% and extend the life of the reserves 
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accovaingly’s 

AvU’the present -time,*it is estimated tha: 

a total reserve of 445 billion cubic feet of oilfield 
gas can be economically collected and transported to 
market over the life of the fields now developed in 
the province. In this estimate, only the Steelman, 
Alida, Nottingham, Coleville-Bannf, Smiley-Dewar 
Viking, Cantuar and Success fields have been con- 
sidered. While collectively large volumes of gas 

are being flared from other fields, the poor economics 
of.collection prevent their consideration at the pre- 
sent time. 

Appendix X, figure III, represents an esti- 
mate of possible availability of gas from the afore- 
mentioned potential oilfield collection systems over 
the next thirty years. In developing these curves, 
it was assumed that: 

(i) Steelman would be subjected to a complete 
5-spot waterflood; 
(ii) Success field will be subjected to gas and 
wacer-imjection Wroik depletion in Lora; 
(iii) No gas injection will be undertaken in Can- 
tuar, Nottinehnam, or Alida, and 
(iv) Coleville-Banff compressor instailations 
will not be materially increased. 

These assumptions were made only as a basis 
for developing one possible set of gas production 
curves,and as it may be necessary to revise most of 
the assumptions within the next twelve months, the 
curves should not be accepted without considerable 
reservation. The overall reserves should be reason- 


ably accurate, but the time at which they may become 
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available is extremely difficult to evaluate at the 
present stage of development. 


In addition to these known reserves of 


associated gas, it is estimated that in the order of 
Hef urtilion cubic.feet of associated 'flare”™ gas 
Wall be economically collectable from the ultimate cil 
in place expected to be discovered in the province. 

The assumptions used in this calculation are: 

(og) sii cimate caliain place: = 17 «10 Y eeock rank 
barrels; 
(ii) Average gas in solution - 500 cubic feet/ 
barre 
(iii) Only 30% is economically collectable; 
(iv) Before a gas collection system is installed, 

25% of the collectable gas is flared; 

(v) Of the remaining gas, 10% is utilized as 
lease and plant fuel. 

Those assumptions are not necessarily cor- 
rect’ at all, but merely the ones used in making 
these calculations. 

The figures given here-are ly x Velo 2 ae 8,8. 


= cubic feet ulti- 


a 
PaO ie Ont: Sc) OOOs ia oe LO 
mate reserve. 


In summary, then, the gas reserves picture 


for the province is as follows -- I do not think it 
should be quite as positive -- our estimate is as 
follows: 


nt vroven recoverable 
. : ~ 59) billion ©. feet 


Present proven recoverable , 
bilgield, eas - 445 billion c. feet 


Total 1,036 billion @. feet 


ee 


nen em 


ote 


(fo: oh bees aooeseumnae ‘oat 


oh epsig ant kee g ctamtsst oe 


Cian cs 


ar 
a 


ra 


pe Lene’ 


{ Mw ee cee wi 
io ede wletrem 20d 
Pk 
» etic 
3 Sead nevis Be y 
2 2 < A ee 
1 , y as _" Th Sy ae ' 
fv 0, £22) 0020) RCT ee 
hae Betis ras 
/aviisest 
elie 
a oe tara oie 
we a r * [A os | 
¥ ” m ” 
J eae SIUOK 
~ OVIVLSS Se S dup oo blue ba 
7 7 = _ , aa eee ag } 
ant / reno fot it 
nha ag Ciro eee ao s, pet eae a 


MAS SyvoOoe * j 
ey Oos a yyote dame ih a 
1 Ba enna a 7% EBS bLarttt ib ah 


ANGUS, STONEHOUSE & CO. LTD 


TORONTO, ONTARIO 302 5 


Possible ~ additional 
pecoverapile dry gas = 140 ‘pil ivon. 2. rece 


Possible additional 
recoverable oilfield 


gas =) 2, f00 Dili eaitoe. 
Total 2,07O billionvwes Pest 


MR. PATTERSON: Mr. Williams, again are 
we faced with much the same reasoning by which you ex- 
plained the discrepancy between this and the informa- 
tion we had from the C.P.A. as to gas reserves in 
Saskatchewan; that is, that because the estimate of 
the additional recoverable oilfield gas depends on your 
estimate of the oil and to the extent that you and 
tne C.P.A. differ there, a difference as to oilfield 
gas 18 bound to occur. Is that perhaps an explanation 


for the difference or are there other points: of dirfer— 


ence? 
MR. WILLIAMS: I think that has not been 
given too much consideration in Saskatchewan by the 


C.P.A. eneineers, but the proven reserve estimates py 
the C.P.A. and by the Department for Gas was as close 
as any two consulting bodies can ever hope to arrive 
Without Consultation prior to the iesuance of gic 
figures, so we feel there is no basic difference | 
tween our two ficures there,and I believe the possible 
additional figure is not comparable because the 

C.P.A. figures were for the entire Western Canadian 
basin and not confined to Saskatchewan in tnat par- 
PLCular sit pure. 


MR. PATTERSON: Thank you. That brines 


us, I think, to the end of the part which Mr. 


f» 


Williams is going to read for us, and perhaps, 
it is convenient, because of these matters falli 


into @ifferent parts, there are a few quesvions 
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I might deal with in regard to this matter now. 

Sir, where, in dealing with Saskatchewan, 
do you feel that the main oil reserve development 
will bes; in-the southeast or at the western siderof 
rie Prov ince? 

MR. WILLIAMS: Future oil development? 

MR. PATTERSON: Future oil development. 

MR. WILLIAMS: Generally in the southeast. 

MR. PATTERSON: And your development does 
not have the trend towards the west that we were told 
about to quite some extent in Alberta? 

MR. WILLIAMS: Well, the appendix outlining 
the expected discoveries in the future in the deeper 
than the Mississippian formations does give a certain 
amount of credence to discoveries in Western Saskat- 
chewan in the Devonian and considerably further west 
than the present Mississippian development. We do 
feel that the bulk of the reserves still to be located 
will be in the Cretaceous and Jurassic developments 
and not extending, in our geologists' extimates, to 
the western boundary-ofr the Province, 

MR. PATTERSON: I wonder if there are just 
a few small bits of emplification, if you wouldn't 
mind turning to page 8 for me and, on that page, 
in the bottom paragraph, in the second sentence, you 
say: "As a result of co-operative action between 
several producing companies, a pipeline was con- 
structed from Fosterton to link up with the Inter- 
provincial Pipe Line at Regina’. 

Now, could you tell me the name of the 
pipeline and who the several producing companies 


are? 
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MR. WILLIAMS: That statement may not be 
Gracy ly “coerecu insofar as the parvicipataon of the 
South Saskatchewan Pipe Line, which is the pipeline 
referred to. What was intended there was the fact 
that the partnership of the companies in the Foster- 
von “and Cahtuar and Success fields -- do you ‘want 
their names? 

MR, PATTERSON: Yese cil VOU WOULG meu moe. 

MR. WILLIAMS: Mobiloil of Canada, Woodley 
Canadian and what used to be Southern Production, which 
is now Sinclair Oils, all were interested in develop- 
iie@emarnkets for: the erude. from the Fosterton, Success 
and Cantuar fields, and they were, between them, res- 
ponsible for the erection of a refinery and the con- 
BUruceion Of-a pipeline. 

However, to what extent each or any of them 
may have participated. in the pipeline and the refinery 's 
construction --- 

MR. PATTERSON: You do not know? 

MR. WILLIAMS: I am not conversant with that. 

MR, PATTERSON: That is, the Minneapolis- 

St. Paul refinery may be owned by one or all or some 
of those firms that you mentioned? 

MR. WILLIAMS: Yes. 

MR. PATTERSON: On page 9 there is mention 
of a short pipeline to move light crude invo the 
Interprovincial Pipe Line at or near Coleville. Is 
there a name for that one, and do you know whose that 
is? 

MR. WILLIAMS: That is Mid-Saskatchewan 
Pipelines. 


MR. PATTERSON: Was that another pipeline 
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that Producers have an interest in? 

MR. WILLIAMS: Wes. 

MR. PATTERSON: Turning to page 14, you men- 
tion that the .Oil and Gas Conservation Board may have 
Teterred. GO 1¢ CeVvLain thines,. and one of-thoee sss 
any other matter relating to oil and gas conservation 
or pipelines. Now, would you give us an idea of what 
kind of problems and the jurisdiction you would expect 
the Conservation Board to have over pipelines and, if 
where ore examples of that kind of thane, | cane vou 
tell us what policy has evolved in regard to pipelines 
through the Board's hearings? 

MR. WILLIAMS: I think that matter might 
better be answered by our solicitor, who is Secretary 
Of the Oil and Gas Conservation Board. 

MR. PATTERSON: Thank you. 

MR. GEBHARD: One indication of what might 
be handled there was a hearing on the reserves of gas, 
I believe, in the Coleville area, and they used the 
basis for that, I believe, to market the gas-to the 
Saskatchewan Power Corporation, as I recall. That ais 
one example. 

IT would think that any matter reterring co 
oil and gas conservation in any way could be heard 
before the Board if the Minister deemed it to be ad- 
visable. 

MR, PATTERSON: Would you envisage the 
Board, under your legislative set-up, as being inter- 
ested in ultimate markets and the question of price 
and reviewing contracts and things of that kind? 


MR. GEBHARD: The Oil and Gas Conservation 


Board really is established as an advisory body to 
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the Minister and it has no administrative functions as 
puch. 

THE CHAIRMAN: May I interrupt there? You 
say it has no administrative functions, as such; but 
if the Oil and Gas Conservation Board were considering 
an applicaGion for the export of natural. gas from the 
Province of Saskatchewan, would the Board, in making 
168 recommendations to the Minister, as 1 take 16 the 
procedure would be, inquire as to whether or not that 
export permit should or should not be granted and 
take into consideration the price at which that gas or 
oil is to be exported from the Province, or would that 
be wholly a decision resting with the Executive, as 
such, as an administrative act? 

MR. GEBHARD: No, I believe the Board 
definitely would consider price as being one of the fac- 
tors which it would take under advisement in making 
recommendations to the Minister. It would look at 
all factors which it considered to be relevant in any 
way. 

THE CHAIRMAN: Thank you. Excuse me, Mr. 
Patterson. 

MR. PATTERSON: On page 17 -- and again, 
perhaps, Mr. Gebhard, you could assist me In CALS a= 
you say the Utilities Companies Act provides for a 
local government board. Now, are there several 
local government boards or is that a naie for one 
commission? 

MR. GEBHARD: The local government board 
16 .@ distinct body: that-is,. 20 45 distinguishable 
from the Oil md Gas Conservation Board, Tnere is 
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no relation between tnose two voodies. The local 
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government board, in addition to powers which it exer- 
Cises under the Public Ueilities Companies. Act, 2 
believe also exercises certain powers, particularly 
in regard to municipal governments over borrowing and 
things of that nature, so that --- 

MR. PATTERSON: in Gcher words Ue e1le nor 
Solely a public utilities comission? 

MR. GEBHARD: No. I think the answer is 
no. 

MR, PATTERSON: And amongst those powers you 
mention that it may declare a purchaser of petroleum or 
natural gas to be a common purcnaser and a pipeline 
company to be a common carrier. Has that power been 
used? 

MR. GEBHARD: Not to my knowledge. I do not 
DELVeEvVe pic Tias"ever been Used. 

MR. PATTERSON: Under what circumstances, 
if you can tell us, would you envisage that such power 
might be used? 

MR. GEBHARD: Well, I think you would have 
to look at the terms of the Act» itselr. -ivt»sevs out 
what would be the conditions precedent leading up to 
Chad. 

MR, PATTERSON: And this matter of a@*pipe- 
line company being a common carrier: do you con- 
sider that to include a gas pipeline company? 

MR, GEBHARD: Yes; Gt includes boenmort 
and gas. 

MR, PATTERSON: T am puszicd” a Die by 
the words “common carrier” and their use in relation 
to gas, pipelines’. Is it your thinking of the legal 
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magic as to the words "common carrier that you 
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consider those as applicable in the case of gas pipe- 
lines? 

MR. GEBHARD: We realize there may be some 
distinet differences in the way that would be applied 
BoUNarwOus gecoors, but we think Tt might very well 
be a case where gas pipelines would come under the 
same Provisions, definitely, as an oll “pipeline com- 
pany would. 

MR. PATTERSON: Then going on to the further 
power Of Timing the price paid for netural Cas ae the 
wellhead, does the Board have the power to fix the 
price paid for oil at the wellhead? 

MR. GEBHARD: No. ‘That partrcular secuson 
only deals with gas. 

MR, PATTERSON: Has it been used? 

MR. GEBHARD: Yes. Well, now, I would not 
be sure that this particular section has been used, 
bucl Doi know the local government board has exercised 
is Sfarriediction. “ There is more than one part to one 
Public Utilitiés Companies Act and I think it is 
under the provisions dealing with franchises granted 
by municipal corporations that the local board has 
acted and not under this particular section. 

I understand there was one instance that 
the Board acted under that section at Unity, Saskat- 
chewan. 

MR. PATTERSON: In assuming that Saskat- 
chewan had natural gas for export outside its 
boundaries, would you say that when contracts are 
made with individuals outside the boundaries of 
Siskatchewan or any other province that it would be 


a reasonable exercise of the Provincial jurisdiction 
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to fix the price to be paid at the wellhead, when it 
is being used outside? | i 

MR. GEBHARD: Well, Of,coUrpe mths tat sac 
legal question. I would presume the Provincial Board 


would have jurisdiction over the price of gas in any 
instance. 

MR, PATTERSON: In deciding that, we would 
get off into constitutionai law? 

MR. GEBHARD; Yes. 

THE CHAIRMAN: Weld IU. WS os Acecsoue 
under Sections 38 and 39, but that does not give any 
guidance. with all due respect, as I see it, as to 
what would lie behind the declaration by the local 
government board that a certain organization or company 
is a common purchaser or a common carrier. There is 
nothing here that I can see to indicate on what. basis 
that is made. That was the purpose of Mr. Patterson's 
question and: I-doynot..see anyvhing)in the, Act. that 
pives any, guidance on it. Perhaps you know something. 

MR. GEBHARD: I believe there are --- 

THe CHAIRMAN: Let me-put it this way: is 
it, designed to fit the: circumstances. from the point 
of. view of the manner im which @eageds handled. in the 
Province of Saskatchewan through the Saskatchewan 
Power Corporation? You see, we are a dittle,bit 
puzzled. Under the Pipe Lines Act of Canada, the 
Board of Transport Commissioners, whiLeh iL. thiAkwas 
the beds which has authority, can declare, anol 
pipeline to be a common carrier. It has the power 
LoOwWo track However, there is no provision in 
whet deagislation. for declaring a gas company as a 


common carrier. Then you get into the situation 
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-in Alberta with the Alberta Trunk Line, which has not 
yet been declared a common carrier and yet its whole 
function at the moment is the common carrying of gas. 

Now we come to Saskatchewan and we get a 
situation where you not only have the right to de- 
clare, by statute, an oil pipeline as a common pur- 
chaser or common carrier, but also a gas line. ‘There 
is a wide variation between the various fields of 
legislation, and the purpose of Mr. Patterson's ques- 
CLO WAS. DO.iwry GO. find out why. Is it to meet a 
Provincial situation, such as the Saskatchewan Power 
Corporation? 

MR. GEBHARD: No. k »dome tachi Gea 
the particular reason. I imagine the intent here in 
our legislation is that there did. not: seem to De any 
reason why gas pipeline companies should not be sub- 
ject to the same provision as oil pipeline companies. 

THE CHAIRMAN: Well, provided they did not 
own the cas.) There 18a big difference if they are 
the owner of the gas that goes through the line 
as distinct from the oil pipeline company, which 
takes its oil from anybody and delivers it at the 
other end, the same oil or oil of equal quality. 
Perhape it as academic. 

MR, PATTERSON: Those are all the ques- 
tions I have with regard to the point we have now 
reached, Mr. Chairman. If the Commission has fur- 
ther matters which it wishes to review now or per- 
haps later --- 

THE CHAIRMAN: I think you did answer 
that the Province had fixed, tne local government 


poard had fixed the price at the wellhead in one 
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or two instances in Saskatchewan? 

MR. GEDBHARD: Yes. 

THE CHAIRMAN: Under this Section 39? 

MR. GEBHARD: Yes. In one instance under 
Section 39 and I believe the other instance was under 
pecuLon 59:, Now, Lam not sure of the seetion. 

THE CHAIRMAN: No, it would not be 59. 

MR. GEBHARD: Or 55% te Were) vay st 

pection 55 is the section I was whinking or; 
It might not directly deal with the matter, but 
apparently it did become involved. 

THE CHAIRMAN: Really, that Section 39 
could be the basis of what we were speaking about a 
little while ago, Mr. Minister, where some people have 
advocated a two-price system, the dedication of certain 
fields, vo the local consumer and the fixing or une 
price at the wellhead and the dedication of certain 
Tileleswer a Pproporcionme: Them “Pom ~xpor> OUG OF, Uhe 
Province. 

MR. BROCKELBANK : Are these actually two- 
price systems, sir, or are they based on contracts 
which have been in existence? 

THE CHAIRMAN: Well, of course, you do get-- 

MR. BROCKELBANK: -- that have been amen- 


ded from time to. time, probably? 
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THE CHAIRMAN: There are those advocates 
who say the fact of the export of oil or gas outside 
the country creates a demand, the demand creates an 
increase in the price and the local consumer thereby 
suffers, I do not say I hold to that theory but that 
is a proposition that has been put up to us and, there- 
fore, the only way to protect the local consumer is 
by a domestic price as distinct from an export price. 
But, I assume, it is impossible to say whether any of 
the legislature had that in mind in inserting that 
provision. 

MR. BROCKELBANK: I do not think so; it 
probably could be used. 

THE CHAIRMAN: The dinner is laid. 

MR. GEBHARD: That Section 39, I believe, 
is now Section 30. I do not know whether you have 
the amendments inserted. I do not believe there is 
any difference in the wording. 

THE CHAIRMAN: It is substantially the same. 

MR. COMMISSIONER HOWLAND: I would like to 
ask a question about this wellhead price. What was the 
purpose of establishing a wellhead price? Was it be- 
cause the thought was that the consumer was not getting 
a square deal? | 

MR. BROCKELBANK: Well, Mr. Howland, I am 
not too sure of my facts on this case but as I remem- 
ber it, the wellhead price was actually increased. 
This was rather a peculiar situation where the well- 
head price, under certain agreements, was set very 
low and the wellhead price was increased slightly. 
What happened to the consumer's price -- I am informed 


there is no change in the consumer's price. 
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MR. COMMISSIONER HOWLAND: It was absorbed 
in the distribution somewhere. Have you had any diffi- 
culty in the establishing of minimum of prices from 
the eens of view of conservation. I understand the 
conservation practices are sometimes costly. The 
minimum price of gas has been established and then 
there is difficulty in order to get proper conser 
vation practices. Have you had any experience along 
that line? 

MR. BROCKELBANK: No, we have not taken any 
action in that regard except the Power Corporation 
announced a policy some years ago they would pur- 
chase gas from any field where it could be economically 
collected. I believe certain actual prices were men- 
tioned for the purposes of assuring the people who 
discovered and explored the field that they would have 
a market. There has been no action taken in any legis- 
lauion 2a that regard. 

MR. COMMISSIONER HOWLAND: Does the Saskatchewa 
Power Corporation, being the common purchaser as I under- 
stand it, correct me if I am wrong, but they do really 
purchase all the gas? 

MR. BROCKELBANK: That is right; with a 
couple of small exceptions, two or three. 

MR. COMMISSIONER HOWLA'ID: When you buy you 
buy from different fields possibly at different. prices 
by reason of the times when you make the CONULACE, 

How do you price it in selling? Do you take a2 common 
price and tend to serve whole communities at the same 
rate or how do you mix up the various bac of praces 
and arrive at a sale price in particular places? 


MR. BROCKELBANK: Mr. Howland, I might make 
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avery poor attempt at answering the question. The 
last part of our presentation in regard to gas will 
be presented by the Hon. Mr. Brown and I expect he 
will have the general manager of the Power Corporation 
here so if you will reserve your question for that 
time I will be interested in the answer, too. 

THE CHAIRMAN: Gentlemen, I think we might 
now adjourn until < o'clock this afternoon, 


---Whereupon the hearing adjourned at 12.20 p.m. 
UNG 2. DM. 
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~--On resuming at < o'clock p.m. 


THE CHAIRMAN: Mr. Patterson, is the 
gentleman here who is going to continue on with 
Part Ii? 

MR. PATTERSON: Mr. Brockeloank is going 
to, I understand. 

Before we proceed with the reading of 
Part II Me. Williams advises me he would like to 
make a orlef correction to a statement he made in 
regard to the Mid-Saskatchewan Pipeline. I think 
he advised us it was owned, he considered, by pro- 
ducers in that area. I believe, in fact, it is 
totally owned by Royalite. Is that correct? 

MR. WILLIAMS: Yes. 

MR. PATTERSON: If we can then proceed, 

Mr, Minister, with Part II - Transportation and 
Marketing, at page 41. 

MR. BROCKELBANK: Introduction: This part 
of the submission is divided into two main sections. 
The first deals with various questions related to the 
transmission of crude oil by pipeline, including the 
regulation of provincial pipelines, the question of 
jurisdiction as between the Dominion and the Province, 
and also the question of the regulation of pipeline 
tariirs. 

The second deals with marketing. In par- 
ticular refinery operations and present markets are 
described, and an attempt has been made to assess 
the market outlook for the various types of Saskatchewa 
erude oil in relation to estimated production rates, 
through to 1965. 


A, OIL PIPE LINE TRANSMISSION: 
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1. Saskatchewan's Pipeline Network: In general 
terms the movement of oil in Saskatchewan is from 
west to east. The Interprovincial Pipe Line enters 
the province northwest of Kerrobert and extends for 
more than 400 miles in a southeasterly direction 
through Rosetown and Regina to enter Manitoba just 
west of Cromer. With a few exceptions such as the 
Lloydminster and Wapella fields, Saskatchewan's 
najor oil producing areas, as well as Saskatchewan 
refineries, are linked by pipeline with the inter- 
provincial line. Saskatchewan oil enters the Inter- 
provincial stream at three main points: (1) just 
east of Kerrobert from the Coleville-Smiley area, 
through @ 33-mile trunk line of the Mid-Saskatchewan 
Pipelines Limited; (2) at Regina from the Dollard, 
Bone Creek, Gull Lake, Fosterton and Success areas 
in the southwest through a 160-mile trunk line of the 
South Saskatchewan Pipe Line Company; and (3) at 
Cromer, Manitoba from the Midale, Steelman and 
Alida areas through a 185-mile combined trunk line 
system of the Westspur Pipe Line Company and 
Producers Pipelines Limited. Fifty miles of cover- 
ing and transmission lines have been built by 
Trans-Prairie Pipelines Ltd. to link the Weyburn 
field to this trunk line. 

At three other points the Interprovincial 
Pipeline is tapped to provide crude supplies for 
Saskatchewan refineries. From a point on Interpro- 
vineial near Milden, Saskatchewan a connecting line 
extends northeastward nearly 57 miles to supply the 
Royalite Hi-Way Refinery at Saskatoon, From Stony 
Beach a line extends from Interprovincial soutawest- 


ward for 22 miles to supply the British American 
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Refinery at Moose Jaw. Both the Imperial O11 and 


Consumer Co-operative Refineries at Regina are 
supplied from Interprovineial. 

Apart from the Interprovincial Pipeline, 
Saskatchewan is served by a total of more than 400 
miles of trunk o11 pipe lines end by over 450 miles 
of gathering lines and this network is being rapidly 
extended and improved. Over $5,000,000 will be 
spent in 1958 in extending the system, mostly on 
constructing new gathering systems and extending 
present ones. The bulk of the work will be done in 
the Weyburn-Midale-Steelman areat, although some 
extensions are planned in the gathering systems in 
southwestern Saskatchewan as well. 

THE CHAIRMAN: Could we stop there for a 
moment? Would you be good enough to tell us Mid- 
Saskatchewan Pipelines Limited, South Saskatchewan 
Pipeline Company, Westspur Pipe Iine Company, 
Producers Pipelines Limited, they are all Provincial 
Companies? 

MR. BROCKELEANK: No, Westsnur is a spec- 
ial act company, an interprovincial company. 

THE CHAIRMAN: Special Act of the Parliament 
of Canada? 

MR. BROCKELBANK: That is right. 

THE CHAIRMAN: The others are all Provincial 
companies and not inter-provincial componies? 

MR. BROCKELBANK: Yes. 

THE CHAIRMAN: Teans-Prairie? 

MR. BROCKELBANK: It is Provincial. 

THE CHAIRMAN: Are these Provincial pipelines 


privately owned? 
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MR. BROCKELBANK: Yes, 

THE CHAIRMAN: All privately owned? 

MR. BROCKELBANK: Yes, 

THE CHAIRMAN: By some of the larger 
pipeline companies? 

MR. BROCKELBANK: Trans-Prairie is pretty 
well purely a Pipeline Company. Producers is owned 
by the same people, the same people who own Westspur 
but it is not a subsidiary. It is owned by the same 
Company. 

THE CHAIRMAN: Is Westspsur Imperial? 

MR. BROCKELBANK: It is owned by a number 
of companies. Imperial is one of them. South 
Saskatchewan is owned by producing Companies, prin- 
cipally Mobile and Woodley Canadian and Sinclair. 
Mid-Saskatchewan, which goes from the Smiley field 
into the Inter-provincial and the Saskatoon Pipeline 
which goes from Milden to Saskatoon to the Royalite, 
I think are both wholly owned by Royalite. 

THE CHAIRMAN: Thank you very much. 

MR. PATTERSON: The South Saskatchewan is 
a Delaware Company licenced under your Provincial 
Companies Act, one of those, I believe, is in that 
situation. 

MR. BROCKELBANK: I don't know. 

MR. TYREMAIN: That is correct. Westspur 
Pipeline Company is a subsidiary of Producers 
Pipeline Company. 

MR. BROCKELBANK: Now? 

MR, TYREMAIN: Yes. 

MR. BROCKELBANK: Shall I proceed? 

THE CHAIRMAN: Yes, please. 
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MR. BROCKELBANK: 2. Regulation of 
Provincial Pipelines; With the development of 
several major oil reservoirs in the province, 
the matter of efficient and economical transporta- 
tion of petroleum and natural gas became a matter 
of vital importance. To ensure the orderly develop- 
ment of the necessary pipelines to provide this trans- 
portation; The Pipelines Act, 1954, was passed in 
March of that year. The Regulations under this Act 
were later promulgated by Order-in-Council and came 
into effect on June 17th, 1955. The Act and Regula- 
tions thereunder embody controls on pipelines situa- 
ted wholly within the province. It is administered 
by the Department of Mineral Resources, and covers 
every pipeline for the transportation or conduct of 
oil or gas, and every pipeline for the transportation 
or conduct of water incidental to the drilling for 
or production or manufacture of o11 or gas. 

Before any person may commence construc- 
tion of a provineial pipeline, he must first apply 
for a construction permit and obtain such permit 
from the Minister. 

This, however, does not stop a person 
from making the preliminary survey necessary to 
establish the general route of the line. If he 
experiences difficulties in obtaining permission 
from the Landowners on the intended route he may 
obtain the consent of the Minister to perform such 
preliminary duties as are required to fix the site 
of the pipeline. 

Certain types of lines, such as gathering 


systems, flow lines, service lines, sites for tanks 
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and tank batteries, etc., are exempt from the juris- 
| diction of all portions of the Act except those deal- 
ing with highway crossings and with expropriation. 
Any pipeline not more than ten miles in length may 
similarly be exempted, provided that application is 
duly made and the Minister deems it to be in the 
public interest to authorize such exemption. 

A person making application for a construc- 
tion permit must do so in accordance with certain 
requirements set out in the regulations. It is nec- 
essary that certain other parties affected by the 
line be given preliminary notice and their approval 
received before a construction permit be granted, 

For this reason the following procedure is followed: 

(a) A notice of application is usually 
advertised in the local newspaper and the Saskatchewan 
Gazette to invite any opposition to the application. 
If there is an opposition, a public hearing is called 
and the matter referred to The O11 and Gas Conservation 
Board for a decision. This notice may result in 
counter-applinration being filed. If there are no 
valid arguments to the contrary, a permit to con- 
struct the line may be recommended, 


(bo) A duplicate application must be for- 


warded to the Department of Highways for their 
approval. No permit is granted until the Department 
of Mineral Resources has received a notice from the 
Department of Highways that it has no objection to 
the pipeline plan. 

(c) It is necessary for the applicant to 


have the prior approval of the various municipalities 


through which the line will pass. 
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(d) There are also certain requirements 


regarding data to appear on the plans before issu- 
ance of a permit. 

Once a construction permit has been 
granted, the applicant may proceed with the actual 
construction of the line. 

Having completed the construction of the 
line, the operator may obtain an interim operating 
permit subject to his complying, within a reagon- 
able period, with the regulatory submission of fac- 
tual data and plans covering the line which is 
required prior to the issuance of a full: operating 
permit. 

Before ovutaining the final operating permit, 
the operator must first prepare linen plans of survey 
of the line, which plan must be approved vy the 
Department of Highways, the Department of Mineral 
Resources and the Land Titles Office. Once approved, 
duplicate white prints of the approved plans must 
ve forwarded to the Department of Mineril Resources 
with an application for an operating permit. 

‘ All plans in connection with permits are 
registered in the department. 

All pipelines are suvject to pressure 
tests and notice of tests must be submitted in 
order that the department may have an inspector on 
hand for such tests. 

The remaining regulations under “he Pipe- 
lines Act deal with periodic inspections, submission 
of operating statements showing the volumes of eolk oF 
gas purchased, transported, or sold each month, main- 
tenance of the pipeline right of-way, and similar 


items designed to safeguard the general public. 
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AS haS already been indicated in Part I of 
this submission, The Local Government Board May » 
under the authority of thé Public Utilities Companies 
Act, declare a provincial pipe line company to be a 
common carrier. Pipe lines so declared to be common 
carriers are subject to tariff regulation by the same 
Board. 

THE CHAIRMAN: I take it from what was said 
this morning that has never been done in the Province? 

MR. BROCKELBANK: No. We have not declared 
any pipeline a common carrier. We have not put into 
ePiect sany itaniift regulations. I will, in the next 
Section, have something to say about that particular 
situation. 

THE CHAIRMAN: Fine. Thank you. 

MR. BROCKELBANK: I might add though, these 
are the kind of powers that I think everyone recog- 
nizes the Government must have and they hope the 
Government never has to use them. 

THE CHAIRMAN: I understand. 

MR. BROCKELBANK: 3. Pipeline Jurisdiction: 
Legislative control of the construction and operation 
of pipeline systems, over which the province has 
jurisdiction, is exercised in Saskatchewan through the 
Pipe Lines Act, the Public Utilities Companies Act, 
and the regulations made under these acts, as has 
already been indicated, This provincial legislative 
control extends to pipelines and pipeline systems 
wholly within provincial boundaries. 

On the other hand, pipelines which cross 
pnovincial.or international boundaries fall within 
the jurisdiction of the Parliament of Canada, exer- 


cised through the Pipe Lines Act and other federal 
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legislation. The Board of Transport Commissioners 
is, by this legislation, given certain powers and 
authority over pipelines within the federal juris- 
diction. In addition to regulations governing 
various aspects of the construction of such pipelines, 
the Pipe Lines Act gives the Board of Transport 
Commissioners the power to declare oil pipelines 
common carriers, to order the provision of adequate 
facilities for receiving, transporting, delivering 
and storing of oil, and to regulate traffic and fix 
tolls and tariffs. 

In a recent decision, the Board of Transport 
Commissioners, in the exercise of these powers, re- 
fused an application of Westspur Pipelines Ltd. to 
transfer those portions of its system classed as 
gathering lines, to Producer's Pipelines Ltd., a 
company incorporated to construct and operate gather- 
ing lines feeding into the main interprovincial trunk 
line. Inherent in this decision is the inference 
that the Board of Transport Commissioners intends to 
exert jurisdiction over all feeder lines to any inter- 
prodinedat pipeline. 

Another example of this purported extension 
of federal jurisdiction occurred in connection with 
the pipeline delivering crude from the veyburn field. 
Westspur Pipelines first constructed an interprovincial 
line from the Midale field through Steelman and Alida 
to Cromer, Manitoba, for the purpose of delivering 
crude to the Interprovineial Pipeline. When it became 
necessary to provide a pipeline outlet eastward from 
the Weyburn field to link up with this facility, the 


Saskatchewan Oil and Gas Conservation Board received 
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an application from Trans Prairie Pipelines Ltd.--I 
mignt state that that is not technically correct, the 
Department or Minister received it,-- for a permit to 
construct such a trunk line wholly within the pro- 
vince, This permit was approved and the line is now 
in operation. However, Westspur Pipelines also applied 
for a permit to build the line, but since they are a 
Special Act company under federal jurisdiction, their 
application had to be made to the Board of Transport 
Commissioners. Thus the anomalous situation arose 
where two separate Boards heard separate applications 
for ostensibly the same permit. 

It is submitted that the exercise of the 
extensive federal powers should be limited strictly 
to pipelines which are interprovincial or inter- 
national in character. Theoretically, 1% may be 
argued that federal jurisdiction with respect to 
say, permission to construct a pipeline, extends 
back from a main trunk line crossing a provincial 
boundary, to a trunk line constructed wholly within 
a province which happens to connect with the main 
interprovincial line. But, if an attempt were made 
to assert federal jurisdiction over such provincial 
trunk lines, there is nothing to stop the further 
extension of federal jurisdiction back over the 
gathering lines connecting the provincial trunk 
line to the lease battery and eventually to the very 
wellhead itself, on the pretext that all the pipe- 
line connections were part and parcel of "an inter- 
provincial pipeline" and therefore subject to federal 

| control. Indeed, if federal jurisdiction in this 


—__|| matter were to be determined by the mere connection 
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of pipes, it would follow that federal jurisdic- 

tion should extend not merely to the wellhead but 
back through the connecting pipes and down to the 
very oil reservoir itself. Such a result is patently 
absurd and would make a mockery of provincial juris- 
diction over natural resources. 

Under Saskatchewan's Oil and Gas Conser- 
vation Act, for instance, rules are promulgated which, 
among other things, govern daily well allowables and 
provide gas and water penalties. To enforce these 
rules and carry out other duties under the Act, the 
staff of the Department of Mineral Resources are 
authorized and required to enter upon the operator's 
premises and to check daily gas, oil and water pro- 
duction of individual wells and batteries of wells. 
To carry out these checks, tanks must be gauged, 
meters must be calibrated and, upon occasion, 
valves must be sealed open or shut, as the case may 
be, for the duration of a particular test. If 
federal jurisdiction over interprovincial and inter- 
national pipelines were considered as extending 
back through connecting provincial trunk lines and 
gathering systems to the well head, the provincial 
staff would clearly lose its authority to carry out 


this regulatory work. 
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Although there may be a physical connection 
between an interprovincial pipeline subject to federal 
Jurisdiction and another pipeline located wholly 
within a province, and although oil may, from time to 
time, enter the interprovincial line from the pro- 
vineial line or vice versa, there is no reason why 
Such connections and movements of oil should operate 
TO exvend, 2ederal jurisdiction to the, provinelaliines. 
Similarly, although physical connections may be pro- 
vided between railways subject to federal jurisdiction, 
and provincial railways, these connections in no way 
Operave to extend federal .auchority to the provincial 
systems. Indeed the very connections at the points 
Woere the O11 pipelines meet are constructed in 
every case, so as to provide a means of shutting off, 
either temporarily or permanently, the flow of oil 
from one pipeline to the other -- in other words, 

a means of severing the purely provincial movement 
of oil from the interprovincial or international 
movement. Different companies own the lines, differ- 
ent rates are charged, different and severable move- 
ments of O11 are contemplated. There can De ne 
justification for any attempt to extend federal 
jurisdiction to these provincial pipelines. 

It is most important that the limits of 
federal jurisdiction over pipelines be observed in 
the application of the Pipe Lines Act. The autho- 
rity of the Board of Transport Commissioners must 
be clearly limited to whose pipelines which are, 
within the meaning of Clause 10 of Seapzon 92: of 
the British North America Act, works or under- 


takings “connecting the Province with any OLner of 
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others of the Provinces, or extending beyond the 

limits of the Province". If this is not done there 

will be Serious interference with the rights of the 

Provinces VO control. their natural resources, 

Now, Mr. Chairman, probably because of my 
experience with this particular problem, probably 
of My ssouce. upbringing on the farm, 1 thoughtal 
wanted to say a few more remarks on this particular 
question, and I have a supplementary paper here which 
ution Ory. LOne. I am getting 50 copies so there 
will be lots for everyone concerned, but at the present 
time I have these typewritten copies. 

THE CHAIRMAN: Do you wish this to be 
added as an addendum to this, or do you wish it as 
a separate exhibit? 

MR. BROCKELBANK: I think, perhaps, it 
should be a separate exhibit. 

---EXHIBIT NO. R-14-3: Supplementary comments on 
brief to Royal Commission 
on Energy. 

MR. BROCKELBANK: Before I start to read 
this short brief I would like to say in dealing 
with this problem it sometimes was rather frustra- 
ting, but we did enjoy very fine co-operation from 
pipeline companies and the oil industry generally, 
and I want to make that statement because I do not 
want any of my remarks to reflect on that good co- 
operation that we had. 

With your permission I would like to add 
a few supplementary remarks at this point on this 
question of pipeline jurisdiction. I would not 


suggest that this is the most important question 
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your Commission will have to consider, but I believe 
it is very important and’one which could lead to a 
good deal of trouble, which in my opinion is quite 


UAHeCeS sally. 


4 


Let me first say that no blame should rest 
on the Board of Transport Commissioners for the situa- 
tion which has arisen. They ge bound to be guided 
in their actions by the Pipe Lines Act of Canada. 
Consequently on one occasion the Board was compelled 
to state that an Inter-provincial Pipe Line Company 
eoure nov sell its. gathering and feeder lines to a 
Provincial Pipe Line Company because that Provincial 
Pipe Line Company would have no authority to operate 
those lines. However, at that time and at the 
present time a number of Provincial Pipe Line Companies 
own and operate gathering, feeder and delivery pipe 
lines, which are connected to the Inter-provincial 
Pipe Line exactly in the same way as in the former 
Case sw weferred. to. 

Lf tin the. one, case, it Léspossibpie, for the 
Board of Transport Commissioners to prevent a Pro- 
vineial Company from taking over and operating, feeder 
and gathering lines it stands to reason that on 
application of any inverested party, concerning one 
of the Provincial pipe lines now in operation that 
the Board of Transport Commissioners might have 
no choice buc to give a similar decision: that 
is, to declare it unable to operate unless it be- 
came an interprovincial company. Step by step the 


rightful jurisdiction of the Province could be 


completely nullified with grievous harm to the 


| 
7 Province. It has already been pointed out that the 
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legal but illogical extension of Federal jurisdic- 
tion could completely frustrate the Provin e in tus 
efforts to manage and control its resources. 

Tie Text “section In Our brier te Ne. = 
Concrol of Pipe Line Tariffs, but before I read it I 
would like to follow up a little further possible bad 
results from this tangled skein of jurisdiction over 
pipelines. 

Let uS suppose tha. a large producer of oil, 
of in, fact. a number of producers ‘in an cil ryeia*cwn 
and operate a pipeline under a Provincial Pipe Lines 
ACG, tCraneporting their oll to an interprovineiaL 
pipeline on its way to market. To my knowledge no 
company or companies in Saskatchewan have taken 
advantage of such a situation, but if they were so 
inciineo they could in fact charge themselves a very 
high rate for transporting the oil and thus reduce 
the field price and so pay less royalty to the Pro- 
vincial Government. A company might even have such 
an incentive from an advantage to be gained in regard 
tO income tax? Such action might also severely injure 

mall producers who had no other choice but to use 
Chsatrepipeline, 

If the Province took action to make such 
a pipeline a common carrier and to examine the tar- 
iffs of the company a special Act or Inter- 
provincial Pipe Line Company might be organized. 

It. might make application to the Board of Transport 
Commissioners for permission to purchase the Pro- 
vincial line in question. The Board of Transport 
Commissioners would have a difficult situation be- 


fore it and in the light of previous decisions could 
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hardly dismiss the application. 

In Alberta the Trunk Line Gas Gathering 
System was set up under a separate provincial com- 
pany with the obvious objective of preserving 
provincial jurisdiction over their resources. Who 
can say that even this device will safeguard pro- 
vinecial rights in the face of present federal law. 

In my opinion there is no need for this 
situation to exist. Representatives of this Pro- 
vince will be very happy to discuss wit represen- 
tatives of the Federal Government a solution to 
this serious problem. At the present time this great 
net of jurisdiction set up under the Pipe Lines Act 
of Canada casts a dark shadow on Provincial rights 
and Provincial authority to manage and control these 
resources, 

Attached to these remarks is a copy of a 
letter I wrote to the Honourable George Hees, Minis- 
ter of Transport on January 6th, 1958 on this sub- 
ject. The letter adds some details which I hope 


will be of value to you. 


MINISTER OF MINERAL RESOURCES 


REGINA, Saskatchewan, 
January 6, 1958. 


Honourable George Hees, 
Minister of Transport, 
OTTAWA, Ontario. 
Dear Mr. Hees: 
I would like to call to your attention 
some of the problems arising concerning The 


Pipe Lines Act (Canada) and The Pipe Lines Act 


(Saskatchewan). Difficulty arises in deter- 
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mining jurisdiction over pipelines to give 
Canada the authority and responsibility to 
control incterprovincial trade and traffic, and 
at the same time to leave undisturbed, the right 
and responsibility of the Province to regulate 
and control the development and use of its 
natural resources. Perhaps the difficulty can 
best be illustrated by a recital of some of the 
events that have taken place, the circumstances 
which presently exist and the probability of 
further confusion and trouble. 

In 1955 Westspur Pipe Line Company and 
others made application to The Board of Transport 
Commissioners for permission to construct a 
pipeline from Cromer, Manitoba, which is a pump- 
ing station on the Interprovincial Pipe Line 
Company line, to a point in Saskatchewan near 
Midale. After a hearing by the Board, permission 
was granted. I can have no quarrel with this 
as I recognize Canada's responsibility to control 
and regulate interprovincial trade and transpor- 
tation. 

Subsequently in 1956 the Trans Prairie 
Pipe Line Company (which is not a special act 
company as defined in The Pipe Lines Act 
(Canada) made application to me to construct 
a pipeline from Midale to the Weyburn oilfield. 
Obviously this pipeline was for the purpose of 
transporting oil from the Weyburn field to 
Midale and there putting it into the West- 
spur line. We granted this permission, but 


before permission was granted Westspur made 
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application ior the same privilege to The Bear 
of Transporve Commissioners. Westspur being a 
Special A:t company, had no choice under the 
terms of The Pipe Lines Act (Canada) but to 
make its application to the Board of Transport 
Commissioners even though the pipeline in ques- 
tion was entirely within the province of 
Saskatchewan. 

The Board of Transport Commissioners dis- 
missed the application of Westspur because a 
pipeline was being constructed on the location 
by Trans-Prairie Pipe Line Company and it was 
not considered to be in the public interest to 
duplicate the service. The Board, however, 
maintained that they had full authority to give 
the permission or to dismiss the application. 

In 1957 a new company known as Producers 
Pipe Lines Company (not a Special Act Company ) 
was organized. This company is owned by the 
same people who own Westspur but is not a 
subsidiary of Westspur. 

Producers Pipe Lines Company made appli- 
cation to me for permission to construct some 
transmission lines and gathering systems all 
wholly wishin Saskatchewan, but connecting 
to the Westspur line. This permission was 
granted on March 18, 1957. 

The owners of Westspur and Producers de- 
sired to have the Producers Pipe Lines Com- 
pany own and operate all the collecting systems 
and branch lines which they own in both 


companies and which lie wholly within the 
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Province of Saskatchewan. Therefore Westspur 
Pipe Lines Company made application to The 
Board of Transport Commissioners for permission 
to transfer such assets to Producers. The 
Board heard the application on November 5, 1957 
and on D cember 5 issued a judgment dismissing 
the application. In its judgment dated D cember 
Ss Lola. toe. Board stated as: follows: "The 
Board has concluded that the language of Section 
10A plainly and unequivocally prohibits Pro- 
ducers from operating the lines in question 
since 10 is .a Provincial company and not a4 
opecial Act company and since the Board has 
already found that the lines would, after the 
Sale, continue to be part of an extra-provincial 
pipeline." 

However, at this time we have a number of 
other pipelines wholly within Saskatchewan 
which have been constructed on the authority 
of permission from the Province and these lines 
are connected to interprovincial lines and 
are being operated by companies which do not 
have permission from The Board of Transport 
Commissioners. I would therefore say there 
is considerable confusion and uncertainty in 
the question of jurisdiction over pipelines. 

I do not think it is necessary or de- 
sirable to allow this situation to continue. 
Surely it is possible to amend the Pipe 
Lines Acts of the respective jurisdictions 
to eliminate at least most of the confusion 


and uncertainty. 
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I would suzgest that the definition of 
"pipeline" and "extra-provincial pipeline” 
in the Pipe Lines Act (Canada) be amended so 
as to include in the Federal jurisdiction only 
the inter-provincial trunk lines and the neces- 
Sary appurtenances thereto and to exclude 
branch lines, feeder lines, gathering lines and 
delivery and distribution lines and the necessary 
appurtenances thereto, wholly within the Pro- 
vines. Such a division would still leave a 
boundary line between the two jurisdictions 
where there could be occasional problems but 
would eliminate the broad field of overlapping 
authority where most problems now occur. The 
Pipe Lines Act (Saskatchewan) could be amended 
themrto exclude ‘pipelines which are dneluded 
underiyour Act. 

such an arrangement would leave the Federal 

authorities ain control of interprovincial trade 
and traffic and leave the Province undisputed 
rights to control and regulate the development 
andi maser of our ofl . and gas resources. 

I would be very happy to have representa- 
tives from your department and my department 
meet to discuss this question and to endeavour 
to find a solution. 

Yours sineerely, 


J.H. Brockelbank, 
Minister of Mineral Resources. 


Needless to add, Mr. Chairman, I do feel deeply 
on this and feel that the matter does need atten- 
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THE CHATRMAN: Well, Mr. Minister, you obviously 
Nave gone into this and have given it great considera- 
tion.’ Suppose an interprovincial pipeline company 
or a Special Act Company, as you suggest, were to 
incorporate a subsidiary in the Province of Saskatche- 
wan, let us say, to do its gathering and the provincial 
gathering of gas or oil, whatever it may be; how 
would you regard that from a constitutional point of 
view? Would that Provincial company be outside the 
jurisdiction of the Board of Transport Commissioners 
or the Federal Government? 

MR. BROCKELBANK: I do not think” "hat? the 
Government of Canada will allow a Provincial company 
to operate that is not under their control. I am 
mov “eae lawyer but I think that is the case. 

THE CHAIRMAN: What I am trying to get at, 
how coryvyou find the constitutional basis? is it 
on the physical assets; is it because of the exis- 
tence of the physical assets going across two boun- 
daries, or is it the corporate body that brings it 
within that Federal control? 

MR, BROCKELBANK: I think the law in 
this regard, -- it follows we must have a pipeline 
going across boundaries and we recognize that Canada 
has responsibility in regard to the interprovincial 
trade and traffic and we recognize and do not 
argue about it insofar as it is necessary, but no 
further. Canada should have jurisdiction so as to 
be able to carry out its responsibilities, but the 
definition in the Pipe Lines Act of Canada takes 
in everything and a Special Act Company, as has 


already been mentioned, cannot apply to the Province 


irs 


AF A te A STORE ID 


eT 


Ay 


or 


a 


¢ 2) 4 
w 


Awe el ah chill 
a ever Pract wie . 
isis vinorcmpn stent ie ee s * of. 


aren sat 


eh 
on 
& 
f 
itty 
be 


ae Tey Be anand ph istoeg® & Xo 


bee ch 


4 : » 
ae ee 
seri a 
3 i WP PARI 8 
na > 
* 
ey 
. a ( 
anh, lly» é 
=, aes tek ! 
“i 
coat 
is 
f 
> 
i > 4 
tT f 
uk sf 
i 
2 
' 
i 
rye 
ct } 
2] { 
ey 
ee iT > 
i>. 
> 
1 +) 
ote 1 ty 
ao i 


mic arh 


4 
hoon Fs 
2v ie 
ei 


heONE B oitomonat | 


ob. av: .yge au set * 


ey | 
iytto ad eng te geivediag 


teid breget voy biaow | 


mn RE , 4 * 
Vert: Tate -biveY “wally 


: rn os ee - a. oy" 
Reo: 8a To soteerpeleat 


fut ad vaywed s don 
r re Aor 
?AOMALARYD oe 
yi - 
rap = : ee - fc whe 
ie SS i ute | t ig %, ip worl 
RSE LEV Sefs aa 


es a! isieHhe. 2a min 
eC LA OF fC et 4, DT RST std 
re aealbnsSauod sborea Br Log 


a 
u 
‘ 
ay 
be 
o 
is 
re 
en 
ry 
x 
mee 
Pe 
- 
Q 
mes, 
—,. 
ta 
« 


absiciso ae aad ioe | 
WO, In is oe side 3d 
add at age iteiven, 
aactsiv a6 


age 6 Aa 


bet pthevenn ased 


ANGUS, STONEHOUSE & CO. LTD. 3057. 
TORONTO, ONTARIO 


Pio 8 perm, Whey krareinot allowed: tondowso. It 
Leo mmenquestion of this corporation on that cor- 
pers, 20n wr che physical pipelines, ‘but is. dis purely 
a question of making sure that we have the right to 
maintain with security our proper authority and 
jupiedact on. 

THE CHATRMAN: Would it be a fair state- 
ment to say that following the reasoning of this case 
which you draw to our attention, -- you are speak- 
nee nere Ofmpitceder ines Intorani iIngemrovineial 
pipeline; correct? 

MR. BROCKELBANK : Feeder lines, and also 
I mentioned delivery lines like Saskatoon Pipeline 
and this line at Moose Jaw that go out of the inter- 
provincial to refineries. 

THE CHAIRMAN: Or to. GStrinueore 2. vou 
take gas? 

MR. BROCKELBANK: If it were a products 
line, yes. 

THE CHAIRMAN: Where does the Federal 
jurisdiction stop? Let us take a concrete case: 
take Trans-Canada gas pipelines going across the 
country and we get to the point, let us call dt 
Kapuskasing, or any place you like, and there is 
another, a distributor line for Trans-Canada and it 
takes the gas at that point from Trans-Canada. Would 
it not, following the logic of this decision of 
which you speak, mean that the Federal jurisdiction 
as it extends over Trans-Canada, must necessarily 
extend over that? 

MR. BROCKELBANK: Right. to . the burner. 


THE CHAIRMAN: Right to the burner. 
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MR. BROCKELBANK : I think anybody could 
well argue that. It is a ridiculous end to the argu- 
Merce ft well -admit, but I béltévée-+ that’ once tn the 
Trans-Canada pipelines, once the Canadian authori- 
ties approve the take-off at Kapuskasing, it then 
becomes or should become the responsibility and privi- 
tege or the FPrevince of Ontario to regulate how thar 
gas is going to be handled from there on for the 
people of Ontario. 


THE CHAIRMAN: Handled and priced? 
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MR. BROCKELBANK: And price, and whether 
or not the Town of Kapuskasing is going to put in 
a distribution, whether the Province of Ontario is 
going to put in a distribution or whether a private 
company is going to put in a distribution. All 
those are things which should be within the right of 
the province, 

THE CHAIRMAN: But the difference seems 
to me, possibly, that Westspur, in this case, is 
a Special Act company. 

MR. BROCKELBANK: Yes. 

THE CHAIRMAN: It is an interprovincial 
company. 

MR, BROCKELBANK: That is correct. 

THE CHAIRMAN: Naturally, then, the 
Federal jurisdiction asserts itself over it. 

MR. BROCKELBANK: That is right. 

THE CHAIRMAN: Because of its corporate 
characters. 

MR. BROCKELBANK: Well, the corporate char- 
acter of the company is a result of the law which 
exists; the law requires it. 

THE CHAIRMAN: I do not know how you would 
differentiate. That is the problem. How would you 
differentiate between the assets used by the company 
in its interprovincial character and the assets used 
in its purely provincial character? 

MR. BROCKELBANK: Well, how do they man- 
age here at Regina? The Interprovincial Oil Pipe- 
line goes through Regina and, joining on here, is 
the South Saskatchewan O11 Pipeline, which is built 


under the provincial permit and jurisdiction and 
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there is apparently no problem. 

THE CHAIRMAN: Yes, but those assets are 
no part of Interprovincial Pipeline. 

MR. BROCKELBANK: That is right. What 
Westspur wanted to do was to sell to Producers, and 
I pointed out, sir, that Westspur and Producers are, 
I said, two companies owned by the same people. Now, 
on the correction, Producers owns the stock of 
Westspur, but Westspur wish to sell to Producers 
the gathering lines and feeder lines and have this 
provincial company which obviously has to do with 
that part of the lines concerning the well produc- 
tion and field production, all of this operation, 
under the provincial company; and, as I said before, 
I do not blame the Board of Transport Commissioners - 
they had to follow the law but, in my opinion, because 
of the law, they had to arrive at a rather impractical 
ana not too logical a’ decision. 

THE CHAIRMAN: You would say the law was 
"a hass"? 

MR. BROCKELBANK: Quite so. In that case, 
yes. 

MR. COMMISSIONER HOWLAND: Mr. Brockelbank, 
not thinking in terms of constitutional rights at the 
moment: is it possible that if you had no control 
of the price structure in the Provincial trunk line, 
that you might defeat the purpose of any Federal 
regulation on the Interprovincial Pipeline? 

MR. BROCKELBANK: If we had no control in 


regard to the tariff structure in the provincial lines? 


MR. COMMISSIONER HOWLAND: If the Federal 


Government implemented a policy of controlling the 
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tariff of Interprovincial oil or Interprovincial gas 
pipelines and had no say regarding the tariffs else- 
where - and I am not suggesting they should have 
those - is it possible that might defeat the purposes 
of any Federal control? 

MR. BROCKELBANK: It would take a long 
stretch of my imagination to think that it could. 
One of our complaints now is that this insecure pos- 
ition in regard to jurisdiction puts us in a pos- 
ition where it would be very difficult, even if we 
thought it necessary, to do anything about the 
tariffs, because we know what pipelines have been 
built under provincial permit but we certainly do 
not know what ones are going to be there in the 
future. 

MR. COMMISSIONER HOWLAND: I was thinking 
in terms of possible evasion of the effect of regu- 
lation by a corporate structure organization on 
either a gathering line or provincial trunk line, 
if you like, but not necessarily provincially owned, 
or even a subsidiary company distributing between the 
end of a transmitting line and some consumers. 

MR. BROCKELBANK: I would think your fears 
are not well founded, because every province wants 
to see as large a part of the price of the product 
as possible go back to the producer, because that 
is where we collect our revenue, our royalty and 
taxes. 

MR. COMMISSIONER HOWLAND: That is so. 

MR. BROCKELBANK: And I believe that is 
right in other ways, too. The people who go out 


and drill and sometimes drill a lot of dry holes and 
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Spend a lot of money and finally get somewhere, 

they are the people who take a risk. The people 

who put in pipelines may take some risk, but it is 
infinitesimal compared to the risk taken by explorers 
who went out looking for oil. 

MR. COMMISSIONER LADNER: Mr. Chairman, 
may I ask a question? 

Mr, Minister, do I understand your idea 
is that the interprovincial lines or international 
lines should be a conduit for the oil or gas to 
where it is going and that would be under the Federal 
Government, but what I would call the ancillary lines 
for gathering, flow service and so on, would not be 
under the Federal Government but under the provincial 
jurisdiction? 

MR. BROCKELBANK: That is correct. 

MR. COMMISSIONER LADNER: Does that brief 
statement simplify it? 

MR. BROCKELBANK: That is correct. 

THE CHAIRMAN: I just want to follow that 
up, if I may. Do you mean by that that you would say 
that an interprovincial pipeline that had a gathering 
system of some kind within the province would then be 
under both jurisdictions? 

MR. BROCKELBANK: No. 

THE CHAIRMAN: And that the province would 
assert the jurisdiction over the gathering line and 
the Dominion would assert the other jurisdiction, 
because there you would get a divided jurisdiction, 
if I understood your answer to Mr. Ladner's question. 

MR. BROCKELBANK: If one company was going 


to own both, that would be true. Now, at the present 
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time it is not possible for that to happen, because 
only a Special Act company can own an interprovincial 
line and a Special Act company cannot own any line 
that does not come under the Federal authority. 

Any one that is attached on to it becomes under the 
Federal authority. 

THE CHAIRMAN: Westspur? 

MR. BROCKELBANK: That is right. The 
opposite is also true. A provincial company cannot 
own an interprovincial line, so there is no case at 
the present time where one company is in that position. 

THE CHAIRMAN: But, Mr. Minister, may I 
1uso = 

MR. BROCKELBANK: The position exists 
where it could be that way. 

THE CHAIRMAN: That is what I mean. 

MR. BROCKELBANK: We should have jurisdic- 
tion over that gathering system and we have not. 

THE CHAIRMAN: Then, sir, may I suggest 
that the position which you are taking is that 
there should be a dual jurisdiction, the Federal 
having jurisdiction over part and the province having 
jurisdiction also over part. That is really the posi- 
tion you are taking, is it not? 

MR. BROCKELBANK: Well, that is all right. 
There could be two divisions of a company to operate 
the separate parts or one division with separate 
accounting and records. 

THE CHAIRMAN: I think logic would bring you 
to that conclusion, that in an interprovincial pipeline 
the Federal Government would have jurisdiction of the 


interprovincial part; out you are saying that the 
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province should have jurisdiction over whatever 
physical assets may be in the province. 

MR. BROCKELBANK: Why, I would not mind 
if the Federal Pipe Line Act was amended to say that 
any Special Act company could not own any gathering 
system. 

THE CHAIRMAN: Then you would declare it 
to be a common carrier immediately, would you? 

MR. BROCKELBANK: They must act as common 
Carriers’. 

THE CHAIRMAN: They would not be conveyors 
of their own property. 

MR. BROCKELBANK: That is right. You see, 
you have an oil field and probably twelve companies 
producing in that field. Five of them may go to- 
gether and build a pipeline, but that field must all 
be produced together and you can allow no discrimin- 
ation; you cannot say to this fellow who is not big 
enough to own a pipeline, "They won't take your oil, 


' and the other fellow steals 


so you can't produce,’ 
it from under him. 

The whole purpose in the Conservation Act 
is to prevent that sort of stuff from happening. 
Any purchaser, they must buy ratably, and they do, 
and we do not have complaints. If we do have com- 
plaints, then we would have to take action; but I 
am very happy to say we do not have complaints. 

THE CHAIRMAN: How do you apply that prin- 
ciple to gas? 

MR. BROCKELBANK: Well, if you are taking 


gas, they have to be ratably produced for the same 


reason or reasons. There are at least two: one is 
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the protection of ovmership rights and the other 
is for the good of the reservoir and conservation. 

THE CHAIRMAN: I will not quarrel with 
you on that, but, as < understand it, in gas itis 
the pipeline's own gas that they transport. 

MR. BROCKELBANK: Oh, there are limits 
to that. Suppose the pipeline company own3 the gas 
OM Giles Section. of.land. 

THE CHAIRMAN: That is what I mean. 

MR. BROCKELBANK: And you own it on the 
next section, and the gas pool is connected under- 
neath. We will not allow them to produce their gas 
or to put their gas into a pipeline and refuse to 
take yoursss Of,course, if you. had sor drilveo~. 
well, you could. not. complain;.. but. once, you, have a 
well and are ready to sell it, you must have a 
rateable chance to sell your gas, otherwise they 
are going to steal your gas. 

THE CHAIRMAN: You mean in the same field? 

MR. BROCKELBANK: In the same field. 

THE CHAIRMAN: Well, I presume that is 
what is done also in Alberta. 

MR. BROCKELBAN%: It is common practice 
all over the continent. 

THE CHAIRMAN: But it is gas purchased by 
the pipeline and put through its own facilities. In 
the case of the oil, the piveline is quite different. 
It is not the pipeline's oil which comes through the 
pipeline. They ere, in essence, cominon earriers, 
although they have not been declared as yet to be 
such, although I cuppose if they were, they would 


have to take oil from everybody “-rousce. 
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MR. BROCKELBANK: I would not say that. 
This argument applies to gas. We will go back 
through the Alberta Trunk System to a field where 
the gas is physically bought, whether it is legally 
bought or not there, and there you will find it must 
be ratably taken from the different wells and owners 
dn that field. Arter 1t is bought.and in the trun 
line, it then has no effect on conservation and it 
would be up to a province whether or not the province 
wanted to have rateable taking of the gas from differ- 
ent pools and fields that were completely separate. 

That is another problem that does not 
affect this in particular. 

THE CHAIRMAN: I do not know how you separ- 
ate the jurisdiction there, in a circumstance such as 
Westspur, and certainly not under the present legis- 
lation. 

MR. BROCKELBANK: Well, the solution was 
suggested when the application was made to the Board 
of Transport Commissioners, just that Westspur be 
allowed to transfer or sell to Producers these gather- 
ing facilities. Now, the situation is that Westspur 
owns the trunk line and some gathering facilities; 
Producers own other gathering facilities and smaller 
feeder lines - well, they are not so very small, 
either; they are 10 or 12 or 16 inch. 

If we had made an effort, we could not 
have got it mixed up much better. 

THE CHAIRMAN: It is like a bushel basket 
of rattlesnakes. 

MR. BROCKELBANK: Shall I go on, sir? 

THE CHAIRMAN: I think Mr. Ladner has a 
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question. 

MR. COMMISSIONER LADNER: I have a ques- 
tion which is not quite clear to me. On page 42 
reference is made to mileage, at the bottom of page 
Al and 4e. 

MR. BROCKELBANK: Yes. 

MR. COMMISSIONER LADNER: I made notes on 
it. The trunk pipeline, apart from the Interprovin- 
cial, is 400 miles and the gathering systems are 450. 
Then there is a reference made at page 41 to the 
Interprovincial Pipeline, that is the company, of 
400 miles. 

MR. BROCKELBANK: Yes. 

MR. COMMISSIONER LADNER: Those are all 
three separate items of mileages, are they not? 

MR. BROCKELBANK: That is correct. 

MR. COMMISSIONER LADNER: 1250 miles? 

MR. BROCKELBANK: 1250 miles in the three 
of them. 

MR. COMMISSIONER LADNER: Thank you. That 
Le el. 

MR. BROCKELBANK: Shall I carry on? 

THE CHAIRMAN: Thank you, sir. 

MR. BROCKELBANK: 4. Control of Pipeline 
Tariffs: No provincial regulatory authority can in- 
quire directly into any apparent inequity created by 
the tariff schedule of an interprovincial pipeline 
company; such an examination is definitely the prero- 
gative of a federal authority. 

As has already been indicated, the federal 
Pipe Lines Act empowers the Board of Transport 


Commissioners to declare an oil pipeline company 
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under its jurisdiction to be a comnon carrier and to 
review and control tariffs charged by such common 
carriers. So far as is know, the Board has not yet 
declared any interprovincial pipeline company to be 
a common carrier, nor has it controlled or revised 
any pipeline tariff schedule. 

Interprovincial pivelines are, as a rule, 
owned and operate’ by producing companies or groups 
of producing companies, some of which are vitally 
interested in the refining, at destination, of the 
erudes they transport. Thus, quite apart from the 
normal considerations which enter into the establish- 
ment of a pipeline tariff, those comovanies with a 
controlling interest in a pipeline have the oppor- 
tunity to raise or lower tariffs to their own advan- 
tage, according to the throughput which may come from 
their own wells or be destined for their own refin- 
eries. It would therefore appear Cesirable to class- 
ify these pipelines as public utilities, to ensure 
equitable rates for all who use them, with rather 
definite restrictions on the profit allowed on in- 
vestment. 

Furthermore, it would appear to be in the 
interest of all concerned if interprovincial pipe- 
lines were declared to be or were automatically 
deemed to be common carriers. This would provide 
protection against discrimination in raves, in 
service and in facilities. It is desirable that 
interprovincial pipeline tariffs be subjected to 
close scrutiny and review, anda, if necessary. re- 
vision, by an appropriate federal authority. Through 


such public investigation and regulation of variffs 
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all parties concerned can have the opportunity to 
be heard and to understand the basis for tariff 
calculation. Through such means also, the public 


interest can be protected. 


The framework for this kind of control of 
pipeline tariffs already exists in the Pipe Lines Act, 
asehas «been noted, but it has not been used.» It‘is 
important, both to the industry and to the general 
public, that the powers provided by the federal 
parliament be exercised. 

THE CHAIRMAN: Why do you suggest it is 
desirable to classify Interprovincial Pipelines 
as public utilities and also as common carriers? 
What advantage is to be gained? As I follow the 
‘reasoning, your desire is that their tariffs and 
rates should be subject to scrutiny, that they 
should be allowed to earn only a fair and reason- 
able return on a properly established rate base, 
which could occur if they were declared to be 
common carriers, as I understand it, or, if they 
were public utilities, I do not know where the 
Dominion has jurisdiction to declare that. 

MR. BROCKELBANK: Well, I don't know. 
Those might be a few loose words there. 

THE CHAIRMAN: If that is so, fine. I 
just did not know whether you were making a distinc- 
tion. 

MR. BROCKELBANK: I think probably they 
were just a bit of loose words there. 


THE CHAIRMAN: All right. 
MR, BROCKELBANK: B. MARKETING OF PETROLEUM 


——| AND PETROLEUM PRODUCTS: An effort has been made in 
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this section to study and analyse the present and 
future position of the marketing, processing and 
refining of the oil produced in Saskatchewan. In 
view of the rapidly increasing production of oil in 
the last decade, compared with the three or four 
decades before, the period from 1950 onward has 
been selected for present and historical analysis. 
Forecasts have been limited to the next eight years, 
from 1958 to 1965. To forecast the future trend of 
marketing of oil and refined products with reason- 
able accuracy is not simple, especially when it is 
affected by numerous factors, provincial, national 
and foreign in nature. The study should be regarded 
as showing trends, rather than absolute figures. 
1. Disposition of Saskatchewan Crude Oil, 1950-1957. 

As is indicated in Table XII below, there 
have been significant fluctuations in the market- 
ing pattern of Saskatchewan crude oil since the 
great increase in production in 1953. Up to that 
time most Saskatchewan oil, which was produced 
chiefly in the Lloydminster area, went to refineries 
immediately across the border in Alberta. From 
1954 to 1956 a major part of it was disposed of in 
Saskatchewan, but in the latter year U.S. refineries 
took slightly more Saskatchewan oil than did the 
refineries in the province. It will be noted that 
in the same year Ontario displaced Alberta as the 
third principal market, 4,099,175 barrels going to 
that province, as compared with less than 500,000 
barrels the previous year. 

In 1957 Ontario emerged as the largest 


purchaser at 14,260,208 barrels, the United States 
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next at 11,758,185 barrels and Saskatchewan con- 
suming a reduced amount at 5,-50,686 barrels. 

THE CHAIRMAN: I just want to ask one 
question here: that increase must have been the in- 
crease in the amount of oil going to Ontario when 
the Interprovincial Pipeline came into operation 
and inereased its facilities. 

MR. BROCKELBANK: Yes, it must have been. 

THE CHAIRMAN: I do not know what you mean 
by the same year. Does that mean 1953? 

MR. BROCKELBANK: Mr. Chairman, it was 


Southeast Saskatchewan crude coming into the pic- 


ture, 

THE CHAIRMAN: Oh. 

MR. BROCKELBANK: The medium sour crude 
Peon cae = 

THE CHAIRMAN: That is the light crude, 
is it? 


MR. BROCKELBANK: Yes, in the southeast. 
The pipeline was there. This was - this marks the 
date of going into operation of that company, Westspur. 


THE CHAIRMAN: Well, that increase to Ontario 


went through the facilities, then, of Interprovincial 
and it came in 1956 because of the much larger amount 
of light crude which was brought above the ground in 
that year, is that so? 

MR. BROCKELBANK: That is correct. 

THE CHAIRMAN: Thank you. 


MR. BROCKELBANK: ‘Then we have a table, 
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e. Present Markets by Types of Crude: The market- 
ing of Saskatchewan crude oil depends to a consider- 
able extent on the type of crude being produced. 


Production by type of crude is shown in Table XIII. 


TABLE XIII 
Crude Oil Production in Saskatchewan by Type of Crude 


(figures in barrels) 


Type of O41 1956 1957 
Light Crolo, Lio 20,500, 000 
Medium TO CA grey 13 ¢ 005-000 
Heavy 3,688, 082 2,900,000 
Total 2k OF 7 ane 36,500,000 


Source: Department of Mineral Resources. 

As of December 1957, the overall production 
of crude in Saskatchewan was averaging 122,700 barrels 
a day. Of this amount 16,000 barrels per day was 
being utilized by Saskatchewan refineries. The 
remainder was disposed of at the average rate of 
5,000 barrels per day to Alberta, 6,000 to Manitoba, 
55,000 to Ontario and 36,000 to the United States. 
The present market position for various types of 
crude is indicated below. 

(a) Heavy Gravity: Because of the high 
cost of transporting heavy crude oils their market 
has been limited to Saskatchewan or to refineries in 
Alberta located near to Saskatchewan oil fields. 
Little of this crude finds its way into the Inter- 
provineial Pipeline or to refineries south of the 


International boundary. Moreover the market for 


tie oe? Ta 
b. (WORE Sr POG" 
ee Sead ee ef 
Neu 
4 . Sn - 7 7 h 
* 
i tues bia. EP 
A = per ied ly ay Ae ( 
ser te A pene Sy 
i as Lays b 
Ve ae re ~~ cond 
SIVX BISAT : 
POL FS ee ee He el n 
1-4 . exude ak oebtoubowt. $20 ebuad 
: ‘/ © IGA 4 gL Sl? En bees Te Sela \ 
m a#% - nie a ae Sede eer ai a mans Beka A nce ee et A tN I OA ta 
ne ; Fay hai 
f wal a i eS bs 25 get ee 
1 ey bad c Pita ee) bar were as 
” = Mh oe bs ie Ke : 
Ke a Rte separa 
Taw : a ram. “Wa « 5 
i Looe eG al @ 
Sa —_ 
, £ ; 
p : Ph be 
4 . ‘ fl 4 Ee 3 Pe 
oe Tet Aas 
Fi ‘ol ae r of Fig 
ei} « & hy ely tee 
of - - . 
Se : es 
Praca Se 4 ¢ ie = 
- eens 
. is Hn. gveot 
Y ar ee hata eae fe ea ; 
er ai ! tip 
} - 
hes Nom u 
ra i 5 
=: per, ee eee Cen res 
Pee UR DIG 9 
, ai. - 
\ia) (MR - 
4 : ; aise 
od i) MPs! 
2 : 
$ aac a . sean carte hatsbiayart 
Vw * ms 
alt 
roa 
elles 
oar Fee weakens ot mi 
? “ ’ i y Ay > of ath. 
- ~ d PesTzaC ee ot iis 
Oa ee 
aa eee! 
A ae 
cm i A ods : 
D4 on aid ; ss 
Cates 2S eas 
aU rethiey aoe fe es 
- », & 


xo: eae rus. toa 


ANGUS, STONEHOUSE & CO. LTD. 3074 
TORONTO, ONTARIO 


this type of crude is declining in Saskatchewan as 
well, largely because of dieselization of railways, 
effecting heavy cuts in the demand for Bunker "Cc". 


Falling demand for refined products norm- 


ally produced from heavy crude has resulted in re- 
aneed provincial production of this type of of) in 
1957. Actual production has already fallen to 73 
per cent of productive capacity, where the average 
productive capacity is already actually less than 
the normal "economic allowance" per well due to close 
well spacing, drive mechanism and other factors. 

(0) Medium Gravity: Medium gravity erude 
is produced chiefly in southwestern and southeastern 
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Most of the crude produced in the southwest 
is exported via pipeline to the northern United States, 
mainly to the Minneapolis area. This is virtually a 
captive market for the producers of this area.as they 
have a controlling interest in the connecting branch 
pipelines as well as in the Minneapolis refining 
facilities. 

THE CHAIRMAN: Would you be good enough to 
explain that to the Commission. 

MR. BROCKELBANK: The same Companies which 
produce the oil in the south-west,the South Saskatchewan 
Pipe Line, they own the Minnesota Pipe Line Company. 
Probably it is the one that goes off fromthe Inter- 
provinciay, 

THE CHAIRMAN: The Minnesota Pipe Line 
Company. 

MR. BROCKELBANK: Yes, and they own the 
Great Northern Refinery at Minneapolis. 

THE CHAIRMAN: That is the pipeline and that 
Tovyune rerinery. 

MR. BROCKELBANK: They discovered the oil first. 

THE CHAIRMAN: Who discovered the oil? 

MR. BROCKELBANK: Mobile actually discovered 
the oil out here in the west. 

THE CHAIRMAN: This is virtually a captive 
market for the producer of this area. The Commission 
would be interested in knowing who are the producers 
to whom you refer. 

MR. BROCKELBANK: Mobile and Woodley Canadian, 
Sinclair and Tidewater an: a number of other companies 
lin the south-west. There is Anglo-Anerican and a 


number of other companies, but Mobile and Woodley 
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Canadian were among the first in there and after 

they discovered this crude, oil and established re- 
serves they did quite a bit of marketing by tank car 
and consequently got a very low price in the field. 
Then they looked for a way to use it so this refinery 
was built at what they considered to be a good market 
and then they put in the pipeline. 

THE CHAIRMAN: Who are the principal pro- 
ducers in the area? 

MR. BROCKELBANK: Mobile and Tidewater would 
be the two largest producers, and Woodley. 

MR. WILLIAMS: The Mobile operations re- 
present a partnership of Mobile, Woodley, and Sinclair 
but Mobile is operator in almost all cases. 

THE CHAIRMAN: Let me see if I can state this 
fairly without any reflection, as a matter of factual 
statement. These companies produce the oil in south- 
western Saskatchewan. They own the facilities by 
which the oil is transported to the border. Is that 
correct? 

MR. BROCKELBANK: Yes. It is transported 
to Regina. 

THE CHAIRMAN: I thought this went to 
Minneapolis. 

MR. BROCKELBANK: Yes, but then it goes in- 
to Interprovinecial down to Clearbrooke, Minnesota, then 
into their own pipeline to the refinery. 

THE CHAIRMAN: There is no jurisdiction how- 
ever imposed by the Province of Saskatchewan over the 
tariff or rates charged for the transport of that oil 
from the south-west in part of the province to the 


Interprovincial Pipe Line near Regina. 
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MR. BROCKELBANK: I would not say that. We 
have not had a hearing and we have not set rates and 
they have adjusted their rates two or three times down- 
wards. 

THE CHAIRMAN: There has been no exercise 
of the jurisdiction given under the Provincial Legisla- 
tion to approve or fix the tariff for the transporta- 
tion of that oil. 

aR, BROCKELBANK: The answer to thac question 
is no, there is none. 

THE CHAIRMAN: So you run into the situation 
your brief cautions about owning either the producing 
wells or product and also the end use of it in the 
refinery because in this case they pay a transporta- 
tion fee by Interprovincial Pipe Line that would be a 
known transportation cost according to Interprovin- 
cial tariff but it goes into their own refinery in 
Minneapolis. Is that correct? 

MR. BROCKELBANK: Yes. 

MR. JOHN BLACK: I am Mr. John Black, South 


Suskatchewan Pipe Line. May I be of some assistance 
here? I would like to state tha. Mobile Oil is not 
the owner of any part of Minnesota Pipe Line or of 
the refinery at St. Paul. Mobile is 50% owner of 
south Saskatchewan Pipe Line and the producing faci- 
lities only. 

THE CHAIRMAN: Neither directly or indirect- 
Ly? 

MR. BLACK: In Minnesota Pipe Line, a 
refinery, that is correct. 

THE CHAIRMAN: What about the other 


companies, is there somebody nere? 
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MR. TYRON: Tidewater owns no part of 
any .of these pipeline facilities nor the refineries 
you have been talking about either directly or in- 
directly. 

MR. HARRY PAGE: The Tidewater group supplies 
about one-third of the Minnesota and they have no 
interest in either the pipeline facilities, either 
the Provincial Pipe Lines or the refinery, either 
directly or indirectly. 

THE CHAIRMAN: Mr. Minister, this refinery 
is a foundling. Is there anyone who can tell us who 
does own it? 

MR. BLACK: Woodley Canadian or Woodley 
Petroleum and Sinclair, as I understand it, own 
approximately 8O per cent of Minnesota Pipe Line and 
Great Northern Refinery and the other is owned by some 
few individuals, the remaining 20 per ceht. I might add 
Mr. Sandlin will be here to present a brief on Woodley 
Canadian tomorrow and he can give you the exact figures 
on it. 

MR. BROCKELBANK: Some of the southwestern 
production is also marketed in the Moose Jaw and 
Regina areas. 

The operators in the Weyburn and Midale fields 
with medium gravity production are currently producing 
less than 30% of total well adjusted Maximum Permissive 
Rates due to present lack of markets. 

Despite the relatively high rates of pro- 
duction in southwestern Saskatchewan the current 
ratio of production to productive capacity of medium 
gravity crudes is only 55% (38,500 barrels per day 


compared with 70,000 barrels per day). 
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(c) Light Gravity 

Proximity to the eastern markets and good 
pipeline connections have helped the marketing of 
Saskatchewan light crude. This type of crude is at 
present being delivered to Winnipeg, Sarnia and 
Toronto. The result of ready markets for light crude 
is that production and marketing are virtually keeping 
pace with productive capacity. In 1957 these were 
respectively 72,000 and 75,000 barrels per day. 

Although the production of light gravity 
crude in the province has been increasing rapidly in 
the past few years, it was not until 1957 that total 
production exceeded the provincial demand in substan- 
tial quantity. Indeed, with the provision of ade- 
quate pipeline facilities to serve southeastern fields, 
much of the o1l from this area which formerly was 
shipped to Saskatchewan refineries by rail is now 
moving downstream towards eastern markets. This has 
resulted in reduced purchases in Saskatchewan of 
Saskatchewan light crudes in 1957. 

The only bottleneck experienced in the 
marketing of light crude to date is the relatively 
high sulphur content of the Saskatchewan crude, which 
requires mixing with sweeter crudes in the Interpro- 
vincial Pipe Line. However, because of the other ad- 
vantages enjoyed by the Saskatchewan light crude 
mentioned above, the small difference in quality has 
proven to be a minor problem in marketing this crude. 
3. Petroleum Refining in Saskatenenan 

(a) Capacity and Location 
Saskatchewan has experience” a rather remark- 


able expansion in refining capacity during the past 
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few years, largely attributable to the availability 
of oil and to the demands resulting from increased 
farm mechanization, improved highways and industrial 
expansion. 

With throughput capacity of only 29, 300 
barrels per day in 1950, this has since more than 
doubled by the end of 1957, a rate of increase con- 
Siderably greater than the Canadian average for the 
same period. 

Saskatchewan now has nine refineries engaged 
in the refining of crude oil. These refineries are 
well distributed in the province and meet most of 
Saskatchewan's demand for refined products. 

The total present capacity of these refin- 
eries is 71,100 barrels a day. The biggest is that 
of Imperial O11 in Regina, having a capacity of 
22,000 barrels a day, followed by Consumer's Co- 
operative Refineries, also in Regina, with a capaci- 
ty of 16,000 barrels a day and British Anerican Oil 
Company in Moose Jaw, having a capacity of 15,000 
barrels a day. The other refineries are comparatively 
small with capacities ranging from 6,500 barrels a 
day for Royalite Hi-Way in Saskatoon and 5,000 bbls. 
a day for Royalite Products at Coleville down to 
1,000 barrels a day each for the Prince Albert 
Refinery in Prince Albert and Northern Petroleum 
Corporation in Kamsack. The following table shows the 
location and capacities of the existing refineries in 
the province, with dates of their coming into opera- 
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Are there any questions there at that 
point on the table? 

THE CHAIRMAN: No, Mr. Minister. The 
Consumers Co-Operative Refineries, what is that? Is 
that a local? 

MR. BROCKELBANK: It is a Co-Operative owned 
by the Consumers and Saskatchewan farmers ani urban 
People as well. There is something well over 
100,000 members in the Co-Operative, who jointly own 
the Federated Co-Operative. 

MR. COMMISIONER LADNER: The nine refineries, 
are they all privately owned other than Consumers? 

MR. BROCKELBANK: It is privately owned too. 

MR. COMMISSIONER LADNER: On the co-operative 
basis. 

MR. BROCKELBANK: Yes. 

MR. COMMISSIONER LADNER: Are the rest 
privately owned like Imperial and British American Oil 
and so on? 

MR. BROCKELBANK: That is right. 


(b) Receipt of Crude Oil by Saskatchewan 
Refineries 


The intake of both Canadian and imported 
crude oil by Saskatchewan refineries is shown in 
Table XV. Saskatchewan is now producing more than 
twice as much crude oil as is being consumed in the 
province (36,500,000 bbls. as compared with 17,588,085 
bbls. in 1957). It will be notedfrom Table XV, how- 
ever, that most of the crude used in Saskatchewan 
refineries continues to come from Alberta, despite 
Saskatchewan's self-sufficiency in terms of oil 
production. This is due to the fact that most of 


Saskatchewan's production is located "down stream" 
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from its refining capacity. It is more economical 


to ship Saskatchewan crude to eastern markets and to 


use Alberta crude for Saskatchewan refining. 


Before the advent in 1348 and 1349 of 


Alberta supplies of crude in quantity Saskatchewan 
depended largely on imports from the United States. 
This movement rapidly decreased, however, and ceased 
altogether in 1751. 

For a short period in 1955 some Manitoba 
crude was usec by Saskatchewan refineries but since 
then the situation has been reversed with Saskatchewan 
now supplying a portion of Manitoba's needs. 

(c) Refined Products 

The following are the principal products of 
Saskatchewan refiner*.es: motor gasoline, diesel fuel, 
heavy industrial fuel, asphalt, kerosene, light fuel 
and furnace oil, still gas, coke, aviation turbo 
fuel, ligquified petroleum gas, aviation gas and tractor 
fuel. The Britis: American refinery in Moose Jaw, 
Imperial and Co-op in Regina, and Royalite Hi-Way in 
Saskatoon concentrate mostly on motor gasoline, diesel 
fuel and asphalt. The Husky Oil refinery in Moose Jaw, 
the Prince Albert refinery in Prince Albert and the 
Royalite refinery in Coleville are producing principally 
domestic and bunker fuel oils and asphalts. Northern 
Petroleum is producing farm fuel as their major product 
and Petroleum Fuels in Moose Jaw Bunker "Cc". 

While the actual production and consumption 
of most refined products has been increasing during the 
last few years, the use of tractor fuel as such is 
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attributed to the fact that tractors used on Saskat- 
ahewan farms have been getting bigger in size and 
Switching to other kinds of fuels. Because of this 
decrease in the use of tractor fuel, the Dominion 
Bureau of Statistics has combined tractor fuel sta- 
tistics with the production and consumption of kero- 
sene and stove oils in 14957. Another significant 
development in refinery operation in Saskatchewan in 
1357 was the production of aviation gasoline for the 
first time. Its production has been rapidly increas- 
ing. On the other hand, because of the dieselization 
of railway engines, the demand for bunker fuel has been 
declining. This change in demand for bunker fuel has 
necessitated some of the refineries installing cata- 


lytic plants for production of gasoline from heavy 


grade oil. 
The details of production and consumption 
of refined products in Saskatchewan are set forth in 


Tables XVI and XVII. 
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MR. BROCKELBANK : Are there any questions 
on any of chese tables: | 

THE CHAIRMAN: I do not think so, Mr. 
Minister; I think they are very clear 

Eowonder if 16 would not be wise tor cue 
to take a ten-minute break; would you not like to 
rest your voice for ten minutes? 

MR. BROCKELBANK: Thank you, Mr. Chairman. 

THE CHAIRMAN: We will re-assemble, gentle- 


men, in ten or twelve minutes' time. 
---A short recess. 


THE CHAIRMAN: If you are ready, Mr. Minis- 
ver? 

MR. BROCKELBANK: 4. Marketing of Saskat- 
chewan Crude by 1965: The disposition of Saskat- 
chewan crude oil by 1965 will depend, among other 
things, on the marketing possibilities in Saskatche- 
wan itself, Alberta, Ontario, Manitoba, the United 
States and possibly Montreal. 

(a) Estimated Saskatchewan Requirements: 
Basically the method used to make the estimate of 
future Scskatchewan requirements has been to project 
the average increase over the past number of years. 
The developments in each category of refined pro- 
ducts has been taken into account for the eight 
years 1950 to 1957. This period reflects both good 
years and bad years in the Saskatchewan economy and 
it is considered that it provides sufficient data 
for forecasting futu'e trends. 

Of the sixteen items of refined products 


taken into account, five have shown a definite 
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increase, namély, motor gasoline, avaiation gasoline, 
liquified petroleum gas, light fuel oils and asphalts. 
About five have shown decreasing trends: naptha 
specialties, kerosene, stove and tractor fuel ols: 


diesel fuel oil and heavy fuel oils. The use of 


naptha specialties, kerosene and stove oil has de- 
creased because of the increase in electrification 


and the use of natural gas. The decrease in heavy 


fuel oil is attributed to the dieselization of 
railways, and also to the increasing use of natural 
gas in industry and power generation. Because of 
lack of statistics before 1955 for other products 
such as coke, lubricating oil and greases, still gas, 
wax, candles, etc. forecasts in these categories have 
been more difficult. The estimates made for them 
are therefore somewhat more arbitrary. However, 


their consumption is very small compared with other 


products and developments in these fields are not 
likely to affect the total significantly one way 
or the-other. 

The increased production of petroleum coke 
by 145 tons daily, planned by Consumers Co-operative 
Refinery Ltd. in Regina, may result in the increa- 
sing use of coke in the next few years, but has 
not been considered when making forecasts. 

Consideration has been given to other 
factors having a direct bearing on the use of re- 
fined products in the future years, population 


growth, an .inerease in the number of automobiles, 


an upward trend in construction activity including 
highways, industrial development and an increase in 


the standard of living. 


ipgi sig? yaa mustonzeg Bel taMie 


+ wptesétosd awode' svat Sti juodA | 


2. be oreborsl 2oftistesds “siidaen 


” 


Cora pate bid y 
art foeaa wodom * Lyd Guitars’ Senor 


ig  snseoxe2 ost ytahsene 


baat apegert, big Lo feut Leaelb 
Be ae 
sapetaat eft to seiisesd bsessrs 


.2en Legyiad to seu ony bas 


, , + Sree fey te ae EP eyes 
. ‘ - a ‘ Vee “ae i ss 
hee - ; 
- ‘ 44 oe rye = 
i ~ rs an : | 4. } 2 2 <v L te 
re, oq bose widtawboat ri 
Cos - > a 
: v AGC Tac. & cB TO 2H 
' 
oo ss ev ” a ria 
k 1: 2 aU P siJ< cw? AD 
: a hy sent) m Te = 
i ? ee x a XBW 
wf ‘ 
) ike oe 
att ae he i J { 
4 
‘ reyes * re cysts 
bd Z ee | Lo yo” : ‘ iw 
rs a wars ‘ “ i egeye we P« 
4 4 > by ~ sw € 4 ae 
i a ui e. ss +, ¥e 
La Os) DLs ad 4 
+8 
‘ bury of } +7 « = F 
wv ‘ * i 7 dheae 
- i ea 
i {1 ; — gts) a | 
ae i 
elt 
: SOCeES é j To! 
¥ 
. = il 
F ‘ Aare nee Re - ~~ At. | 
‘s 3 ay ee bbe oo ts sl fe * 
ar 
Y t a | ror cay 
Si wi b2 _* 
E ‘<a . y as 
= it ‘ J eee) 0 3S ; 
i Ri ‘ re) 1 Def 4 18) rye , overt 
» = . 
es 2.2 se b +yt mM Pos. peel 
“eB § 344 <h.0F ED Sat 2 
P é ‘ : Bx 
r= a v oe fa my 2 george wl |) ae put, . 
f ity ot 34 > #4 sb VE, Gites Es 


i. fowo 


ivoue Teeoo ek brett ~ bis 


3090 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


The rate of increase in motor vehicles in 
Saskatchewan in the last eight years had been about 
6% per annum. It is expected that this percen- 
tage growth will be maintained in the next eight 
years also. The increase in motor gasoline consump- 
tion has, therefore, been calculated at the same 
rate. No significant change has been considered 
in the number of tractors to be used on farms in 
1965. On the basis of projected motor vehicles 
and tractors, motor gasoline requirements by 1965 
come to 276,130,000 and 85,000,000 gallons, respec- 
have Ly, 

(No. of Motor Vehicles by 1965. 
1 Passenger cars - 266,974 - consumption 
per vehicle 500 gal./yr. 
op Commercial vehicles - 171,849 - consump- 
tion per vehicle 830 gal./yr. 
eo Farm Tractors - 125,000 - consumption per 
vehicle 680 gal./yr. 
SOUrCE: Prospects for Economic Growth in 
Saskatchewan, a submission to the Royal Com- 
mission on Canada's Economic Prospects by 
the Government of Saskatchewan, 1955, p.94.) 
The 74,270,000 gallons remaining from the total 
figure of 435,400,000 gallons (12,440,000 bbls.) 
of motor gasoline forecast for 1965 will be used 
by such machines as combines, motors, etc. A simi- 
lar approach has been applied for other items using 
refined products such as housing construction and 
industrial users. 

The construction of the South Saskatche- 
wan dam may have some effect on refined petroleum 
products in more consumption or gasoline and diesel 


oil in earth moving equipment. But since no means 
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have been available to study this aspect of future 
trends, no consideration ‘has been given to it in 

the above estimates. The tempo of economic develop- 
ment in the Province of Saskatchewan in the next 
seven years has been assumed to be similar to that 
prevailing in the last seven years. 

No allowance has been made for any pos- 
sible change in the tax structure, provincial or 
national, nor for any notable price change in the 
coming years affecting the future use of refined 
products. 

Based on the above considerations, follow- 
ing is a table showing estimated requirements of 
refined products by 1965 while the increase in popu- 
lation is estimated at 1.82 per cent per annum by 
1965, the overall average rate of increase for the 
consumption of all the refined petroleum products 
combined is approximately 3% per annum. 

TABLE XVIII - Estimated Requirements of Refined Pro- 
ducts by 1965. 


(In Barrels of 35 Imp. Gals.) 


1956 1965 

(Actual) (Estimate) 
Liquified Petroleum Gas 123,610 147,000 
Naptha Specialties SOs 10,000 
Aviation Gasoline 100, 988 238,000 
Motor Gasoline Vetoes T 12,440,000 
Aviation Turbo Fuel 59,541 20,000 
Kerosene, Stove Oil 

& Tractor Fuel 406,871 138,000 

Diesel Fuel Oil 1,444,516 1,000,000 
Light Fuel Oils 2 5 RUPOOT 3,798,000 
Heavy Fuel Oil 4,134,452 1,913,000 
Asphalt 5753573 1,441,000 
Coke Les 2 3O0 120, 000 
Lubricating Oil & Greases 215,044 230,000 
Soi11.Gas 739, 633 750,000 
Unfinished Products 9,895 10,000 
Other Products 2,344 2,000 
Wax and Candles 167 200 


Total 17,990,231 22,/25(5/200 
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On the basis of the above estimates of 
refined products requirements by 1965, and assuming 
that refinery capacity will be increased to meet 
this demand, the crude oil receipts by Saskatchewan 
refineries will amount to approximately 24,000,000 
barrels by 1965. Because of the economics accruing 
from the Interprovincial Pipe Line, as explained 
above, most of this demand will likely be met from 
Alberta crude. Assuming that the increased demand of 
five million barrels by 1965 will be met by Alberta 
oil, Saskatchewan's share of this market is likely 
to remain-in the order of five million ‘barrels: 
Approximately one-half of this would be light, a little 
less than the other half medium and the rest heavy. 

(bo) Alberta: As has been previously ex- 
plained, the Saskatchewan crude oil sales to Alberta 
have consisted largely of heavy crude from the Lloyd- 
minster areas going to refineries just over the border 
and used largely for bunker fuel. The falling demand 
for heavy crude, resulting from railway dieselization, 
may be offset somewhat by the installation of cataly- 
tic plants for producing gasoline, but there appears 
to be little hope for expansion of this Alberta 
market for Saskatchewan crude. 

Sales in Alberta dropped from a high of 
1,843,719 barrels in 1955 to 1,387,758 barrels in 
1957. This trend may continue, even if at a re- 
duced rate, so that Alberta demand has been esti- 
mated at approximately a million barrels by 1965. 

(c) Ontario Market: The present capacity 
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a day, and we understand that additional capacity 

of 60,000 barrels will be constructed during 1958. 
~oval, refining capacity in.Ontacio. by the, end of 
1958 should therefore reach some 230,000 barrels and 
with further contemplated installations, may reach 
250,000 barrels by the end of 1959. The estimated 
receipts of oil by these refineries in 1957 was 
51,445,000 barrels or an average of 141,000 barrels 
per day (1956 -- 47,313,196 bbls. actual). 

The rate of increase in . refined products 
requirements calculated by the Gordon Commission for 
the whole of C-nada is 5% per annum for the decade 
between 1960 and 1970. In Ontario, however, because 
of the more rapidly. expanding population, economic 
and, industrial. activity,, and. because of. the. greater 
use, Of, automobiles.in that, province, the cakrenor 
increase should be somewhat greater than the national 
average, probably nearer 6% per annum for the next 
ten years. To meet the enhanced demand of refined 
products. at. the above rate, the. volume, of, crude, re= 
quiredsin.Ontario.~by 1965 could bé of the, ordemsor 
76,000,000 barrels. 

The oil now purchased by Ontario refineries 
comes principally from Western Canada by pipeline 
but some supplies also come from Venezuela and 
Trinidad by tankers. As the production of light 
erudes by Saskatchewan was not substantial until 
1956, this province did not play an important role 
in serving the Ontario market until that time. How- 
ever, with the development of the southeast Saskat- 
chewan fields in 1955 and 1956 the picture changed 


rapidly. In 1956 some 4.099,173) barrels sor 
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Saskatchewan light crude found its way to the Ontario 
market, and this figure increased raplaly inv 1957 

to reach a total of 14,210,220 barrels, an increase 
of some 247% over 1956. This represented 27% of 
the total Ontario market, compared with 9% in 

1956. 

It is significant that Saskatchewan crude 
was able to increase its shipments to the Ontario 
market much more rapidly than the market itself was 
expanding. itis also Significant thaw in agoy 
Saskatchewan was able to market virtually all of its ligh 
crudes despite some general distress in the marketing 
position of Western Canadian crudes. 

This suggests that Saskatchewan may be able 
tO continue to market a substantial proportion of 
ies Jateht. crude ine the Ontario market. “should the 
same factors prevail in the next eight years, as have 
existed in the last three years, (involving Saskat- 
| chewan supplying all of the increased Ontario demand ) 
Saskatchewan would be supplying more than 50% of the 
Ontario demand by 1965, that is, approximately 39 
million barrels of a total Ontario market of 
76,000,000 barrels per year. If Saskatchewan supplies 
two-thirds of that increase in the market, which 
is considered the very minimum, Saskatchewan ship- 
ments to Ontario would be about 31 million barrels. 
To sum up, the Ontario market for Saskatchewan 
crude should range from about 31 to about 39 million 
barrels by 1965. 

(d) Manitoba: Manitoba refineries pur- 
chased 3,906,333 (Table XII, p.49) barrels of Sas- 


katchewan crude during 1957. Their consumption of 
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saskatchewan crude has been increasing rapidly since 
1954. In 1954 they took’1,654 bbis., in 1955 - 
GP,005 “and in 1956 - 558,167. 

eince only light gravity crude is used by 
refineries in Manitoba, their receipt of Saskatchewan 
crude has been increasing with increasing production 
eofebigny crude in this provinces. ‘Withe the sca i 
increasing availability of light crude in Saskatchewan 
in future years and failing many new discoveries of 
oil in Manitoba, it is expected that the Saskatchewan 
share of that market will continue to increase. 

The present consumption of crude by Manitoba 
refineries is 10,425,600 bbls. (1957 est.) ("Com- 
posite References", 1957-58, Oi1 in Canada, p.225) 
and 38% of this is met by crude from Saskatchewan. 

By 1965 it is expected that the crude required by 
Manitoba refineries will increase to about 13,762,000 
bbls. 

On the basis of the total increased Mani- 
toba demand of some 3.3 million barrels being met 
by Saskatchewan, the upper limit for the Manitoba 
market by 1965 would be about seven million barrels. 
If, however, Saskatchewan supplies only two-thirds 
of this increased demand, it would amount to approxi- 
Mmacely . six million. barreis-a2a_ year. ADT Of" Ghius 
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(e) Montreal: In recent months the 
pressure of market limitations on Western Canada has 
served) ito focus aievenetonuoh the possibility of sec- 
uring access to the market represented by the very 
large concentration of refinery capacity in the 
Montreal area. The Levy report, released in January, 
1958, discussed the possibility of transporting as 
much as 250,000 barrels per day to Montreal. The 
report suggested that several steps would be necess- 
ary to make the delivered price of Western Canada 
crude competitive against present imports reeeived 
mainly from Venezuela and the Middle East. 

We make no comment at this time upon either 
thevoverall proposal or the particularssugzestions 
offered, other than that we believe it preferable 
TOrsoawa to move as far'as, possible? to  néarbyreconomec 
markets. 

Tha could: heae lard feds) Js thinkeamere 
is an unfortunate construction there. "...for oil 
to moveras far nm “tel it meansyeactuedly), mid vosmove 
as much as possible to nearby economic markets, rather 
than miles of distance. 

If restrictions by the United States upon 
the import of crude are continued indefinitely or 
further intensified, however, it may well be that 
there may be no other outlet for the growing produc- 
| tion of Canadian crude than the Montreal market. 

The problem may be more acute in alberta than in 


Saskatchewan but it is clear that any action to 


open Montreal to western Canadian erude would help 
materially in solving the marketing problem foreseen 


for the industry generally during the next few years. 
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3096 
4, The United States Market: Because of the prox 
imity of crude oil fields in Saskatchewan to the 
north-central United States, the construction of 
pipeline facilities and the type of crude required 
by the refineries, the export of Saskatchewan crude 
to the United States has been increasing rapidly 
Since it began in 1955. Since oil is a commodity 
that moves freely in world trade, the Saskatchewan 
Government has welcomed this development and, as has 
already been stated, believes it desirable for 
Saskatchewan oil to flow to any market, domestic 

or export, that can be economically reached. 

The opening up of the north-central Ula, 
market resulted from the construction of 2 pipeline 
from the medium crude fields of south-western 
Saskatchewan to Regina, the utilization of the 
iInterprovincial line across the U.S. border, and 
SuLtaple spur lines as far south es St. Faull, 
Minnesota. Subsequently the medium crude reserves 
of the Weyburn-Midale area were also linked to 
this wransportation TacLinty. 

The U.S. refineries served to date by 
Saskatchewan medium crude include: Great Northern 
O11 Co. of St. Paul; Minn., International Rerinecies 
Ine. of Wrenshall, Minn., and Lake Superior Refining 
Go, of Superior, Wisc. These refineries, we under- 
stand, use medium type crudes almost exclusively. 
Since Saskatchewan is the largest producer of this 
type of crude in Western Canada, and since adequate 
sources of supply from nearby imerican fields are 
lacking, Saskatchewan has secured a preferred posi-- 
tion in this market. 

By 1956, shipments from Saskatchewan to 


this market had increased to 6,964,000 barrels, and 
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in 1957 almost doubled, reaching a figure of 
11,758,000 barrels. This amounted to about 66 per 
cent of the total throughput of the refineries to 
which deliveries were made. Despite some reduction 
of refinery throughput in 1958, Saskatchewan deli- 
veries have increased over 1957 and are expected 

to average over 40,000 barrels per day during the 
first four months, or an approximate annual level 

of 15,000,000 barrels. Since Saskatchewan deliveries 
now represent a very high percentage of total present 
throughput, it is not expected that the rates of 
increase of the past three years can continue, and 
may shortly level off at around the current rates. 

It has not been possible for us to assess 
future markets in this area for Saskatchewan crude, 
but we believe the prospect hinges upon two principal 
fPaecrvors: first, the growth, in, demand Tor products. 17 
these north-central states; and second, the degree 
to which imports of refined products from other states 
can be replaced by local production. Taking the 
first factor only into account, it may be reasonable 
to apply the annual average four per cent growth 
figure estimated by Davis for the United States. 
(Davis, John, Canadian Energy Prospects, Royal 
Commission on Canada's Economic Prospects, 1957.) 
This would suggest a market increase of about 
5,000,000 barrels over the eight years to 1965, or 
a total demand of some 20,000,000 barrels of Saskatchewan 
crude by that year. The acquisition by Saskatchewan 


of a still higher percentage of re*inery purchases, 


the expansion of refinery capacity geared to use 


medium gravity crude along the route of the pipeline 
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facilities, and the substitution of locally refined 
products, might well support a higher estimate of 
the total potential market demand by 1965, perhaps 
SEs. order of 23,000,000 barrels. 

It has been suggested that the foregoing 
estimates may require downward revision, at least on 
@ temporary basis, as a result of the current policy 
of the United States Government to restrict imports of 
foreign cruce. LU is reported. that this pormvey ves 
already affected Canadian exports to the U.S., but 
to date it has not required a reduction of Saskatchewan 
shipments into the north-central states since the ini- 
tial quota for this area was substantially in excess 
of current purchases from Canada. 

i mignt polnt-out that there are ouners 
here, and certainly when Mr. Sandiin is here tomorrow, 
he will give you more information in regard to that. 

Because of the existence of this margin, 
together with the impossibility of accurately assess- 
ing future changes in policy, the effect of import 
restrictions has not been reflected in these tentative 
market projections. 

5. Summary Market Prospect: The foregoing analysis 
has indicated that by 1965 the Saskatchewan produc- 
tion potential for crude petroleum, within normal 
maximum permissive rate limitations, is estimated 

at about 106 million barrels annually. As against 
this, the market prospect by 1965 is estimated at 


about 63-75 million barrels, as shown below: 
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Marketing Situation for Saskatchewan Crude Oise. 
Projected to 1965 


(millions of barrels yearly) 


Production P tential 106 


Market Demands: 


1. Alberta 1 
c. saskatchewan 5 
3. Manitoba Oar 
JPG eye e ate) 31~39 
Db. United States 20-23 
Total Demand 63-75 
Production Potential Excess dae oi 


The data indicate, therefore, the likelihood 
of a large gap of 43-31 million barrels between the 
estimated production potential of Saskatchewan crude 
oil in 1965 and the total market demand projected at 
bias bime, 

By types of crude, the difference petween 
production potential and market potential would be 
apout 20 million barrels for medium gravity and 15 
Midgiion barrels for (rent crude. Ih no aaditionad 
outlets are found by 1965, actual output will nec- 
essarily be curtailed to about 70 per cent of prod- 
uctive Capacity. 

A Note on By-Products, Propane, Butane, Sulphur, etc. 

With continuing o11 exploration and dev= 
elopment, additional fields of light oil and natural 
gas are anticipated and these in turn will even- 
tually lead to additional supplies of propane, butane, 
pentane and sulphur whenever gas stripping plants 
are required for conservation control. 

Most of the pentanes so produced will be 


used in local refineries or fed into the oil pipelines 


and transported to the United States or Eastern Canada. 
Obtaining markets for the other products will require 


more involved solutions. 
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Although the use of propane as a fuel 
has been increasing year by year throughout the 
province its potential growth has been retarded by 
lack of local sources of supply. In the past some 
propane has been produced by refineries in Regina, 
Moose Jaw and Saskatoon. The amount available from 
these sources, however, has never been sufficient 
to supply the demand. As a result propane has been 
imported from Alberta, Wyoming, Oklahoma and Texas, 
Because of the long distances involved in bringing 
additional propane to the province, the price for 
Propane has remained high -- considerably higher 
than the price in neighbouring provinces or stacea 
where supplies have been readily available from 
Mearoy cas ard ol) Tilelda. 

During 1958 a large gas-stripping plant 
Will come into production at Steelman and make 
available large volumes of propane at a reduced 
price, It is expected that this anticipated price 
reduction, as well as plentiful supplies, will re- 
sult in a rapid rise in the consumption of propane, 
especially in the small communities and in the 
farm areas. It is expected that on the farms pro- 
pane will become the preferred fuel, since it can 
be used to supply all requirements for space heat- 
ing as well as fuel for tractors and other farm 
equipment. 

The continually expanding production of 
natural gas and oil throughout western Canada, 
could eventually lead to large surpluses of propane 
and butane and necessitate the construction or & 


special pipeline to carry these products eastward 
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to the head of the lakes or even into the leading 
petrochemical production centres of eastern Canada. 

Another possibility is that the increased 
Supplies of butane and propane could form the basis 
for petro-chemical plants in Saskatchewan. This 
would, of course, depend largely on satisfactory 
markets being found for the petro-chemicals 
produced. 

Another by-product of gas stripping plants 
Wilt be sulphur. “Marketing of this producy 21 
Western Canada will become a serios problem within 
a few years aS more and more natural gas is exported 
from Alberta. Although Saskatchewan's sulphur 
Supply will never be large by Alberta's standards, 
this province's sulphur will have a market advan- 
tage due to its closer proximity to Eastern markets. 
The availability of sulphur along with natural gas 
makes feasible the operation of sulphuric acid and 
ammonia plants, should either a local or export market 


for these products be developed. 
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MR. BROCKELBANK: The Hon. Mr. Brown. Is 
he here? 

MR. BROWN: Right here. 

MR. BROCKELBANK: Before I leave here, 
here are a whole lot of copies of those supplementary 
comments of mine that I made a while ago. 

THE CHAIRMAN: Mr. Minister, thank you very 
much indeed. 

Me. Brown, was it your intention to deal 
with the whole of this Part III? 

MR. BROWN: Pardon? 

THE CHAIRMAN: Was it your intention to be 
Che one who would geal on behalf of the Government, 
sir, with the whole of Part III of the brief? 

MR. BROWN: I believe that was the inten- 
tion, Mr. Chairman. I think it is rather lengthy 
ana there is quite a bit of it here which is merely 
historical development of the corporation as a 
Bas wmclLity. 

THE CHAIRMAN: That is wnat I was coming to. 
I was going to suggest that unless you see some reason 
why you prefer to handle it in a different way that 
you read the first page and the top thir® of the 
next page and that would bring you down to the develop- 
ment of the Northern System, because we have all read 
it, and then the development of the SouthernSystem, and 
then I think we will have to get into the invested 
capital and then the matter of cash purchase agreements. 
There is afair anount of it that we can avoid troubl- 
ing you to read, I think. Suppose we sort of pick 


tease we go. 


MR. BROWN: You just say what you like, sir. 
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How would that be? 

THE CHAIRMAN: -Fine, sir. It all goes 
into the transcript. 

MR. BROWN: Fine, sir. Would you like the 
first part, the early history, down to the develop- 
ment of the Northern System read, sir? Is that right? 

THE CHAIRMAN: Would you, please? I think 
you might read to us page 68 and the top one-third of 
page 69 of the brief. 

MR. BROWN: PART III - NATURAL GAS - DIS- 
TRIBUTION AND SUPPLY 
A. HISTORY OF THE SASKATCHEWAN POWER CORPORA- 
TION AS A GAS UTILITY 
pe Early History 

Prior to 1450, Natural Gas had been avail- 
able at a few isolated locations in the province, 
notably, Kamsack, Unity, Lloydninster and Lone Rock, 
but reserves had not been considered adequate for 
further development. 

Under the authority of the Crown Corporation 
Act, the Saskatchewan Power Corporation had been 
established in 1943 by Order-in-Council to take over 
many of the functions performed and much of the author- 
ity held formerly by the Saskatchewan Power Commission 
including in a general way the authority to obtain, 
transmit and distribute electric power and natural gas 
throughout the province. The Power Commission, along 
with the O11 and Gas Conservation Board, continues to 
exercise regulatory authority. The purpose, organiza- 
tion, powers, and responsibilities of the Saskatchewan 
Power Corporation for the production, purchase, trans - 


mission, distribution, sale anda supply of natural gas, 
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as well as electrical energy and other matters, were 
mbsequently set out in The Power Corporation Act of 
1950. 

In 1350, as a result of a study by an inter- 
departmental government committee, the Saskatchewan 
Power Corporation was asked to proceed with the or- 
ganization of a system for the purchase, transmission, 
distribution and sale of natural gas in Saskatchewan, 
providing gas were found in sufficient quantities and 
the wells were reasonably accessible. Gas was to be 
purchased either at the well-head or at a central 
gathering point in any particular gas field. The 
price was open to negotiation between the Corporation 
and the producers, providing it was high enough to be 
an adequate incentive for the development of produc- 
ing wells. The gas was to be used either for power 
generation or for distribution to consumers or both, 
depending on the proximity of the gas field to popu- 
lated centres. The Corporation was authorized to 
purchase the natural gas as proiuced or to pay for 
it in the ground for future needs. By government policy, 
the Corporation has the sole right to purchase and 
transmit natural gas in the Province. 

The field of distribution franchises was 
left open for negotiation between the Corporation and 
municipal governments. Experience proved the latter 
to have inadequate borrowing power to assume the added 
burden of the high capital costs of gas distribution 
systems. Consequently, excepting those systems in 
operation before 1951, the Corporation became in effect 


the sole organization engaged in the distribution of 


natural gas. 
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an August, Js51, the inttial gas well in the 
West Central section of tne Province was completed. 

In September, a well thirty niles to the southwest, 
Husky-Phillips-Brock #1, proved to be a gas well. 
Both finds were of a very encouraging nature. 

In order to encourage the producing companies 
to delineate the newly discovered fields, the Depart- 
ment of Mineral Resources offered the companies an 
extension of their drilling permits, and accelerated 
drilling credits on money spent developing these 
fields during a specified time. 

THE CHAIRMAN: Apparently the Corporation 
not only has the sole right to purchase ani transmit 
natural gas in the province but it also has the sole 
distribution in the province, so that all natural 
gas in the province is handled from the well head 
to the burner by this Corporation? 

MR. BROWN: That is right, sir. 

THE CHAIRMAN: Is there any principle laid 
down as to how you settle the problem of price to 
the producer and cost to the consumer, because there is 
no competition. 

MR. BROWN: The price to the producer has 
been by negotiation, and the Corporation has, in 
effect, set the prices to the consumer. 

THE CHAIRMAN: It is negotiated with the 
producer but there is no other buyer, is that not 
correct? 

MR. BROWN: That is right. 


THE CHAIRMAN: SO, virtually, he has to 


take the price that is offered to hin if he wants 


to sell his gas? 
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MR. BROWN: That is correct. 

THE CHAIRMAN: Then is the cost to the 
consumer based on a rate base fron the point of view 
of investment of the Corporation in a certain per- 
centage? 

MR. BROWN: That is right. 

THE CHAIRMAN: Would you mind telling us 
what the percentage of the rate base is? 

MR. BROWN: I think it is set up somewhere 
in the brief. 

THE CHAIRMAN: Do we get that further on? 
Oh, you say so, that the net profit did not exceed 
5 per cent of gross.. 

MR.BROWN: The interest on our borrowed 
capital plus our surplus works out to 4 1/2 per cent. 

THE CHAIRMAN: This is purely as a matter 
of interest on my part, in knowing how you do it. Do 
you take the ordinary elements that go into a rate 
base, such as your working capital? 

MR <BROWN2aecOQ0, yes, 

THE CHAIRMAN: Income tax and all that sort 
of thing? 

MR. BROWN: No income tax. 

THE CHAIRMAN: Because it is the Provincial 
Government? 


MR. BROWN: That is correct. Ali the factors 


are considered. 


THE CHAIRMAN: Andi then you aim to get a 


return on that rate base of what percent? 


MR. BROWN: Our actual policy is to dis- 
tribute at as close to cost as we possibly can. The 


surplus last year was less than half a million on an 
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investment of some $40 million. 

THE CHAIRMAN: And you pay no dividends? 

MR. BROWN: No dividends; no income tax. 

THE CHAIRMAN: So, in reality, what you are 
doing is just taking an increase over cost to pay 
for your expenses, namely, service of debt, amortiza- 
tion, administrative costs and so on? 

MR. BROWN: That is correct. 

THE CHAIRMAN: And a little bit more to 
build up a reserve? 

MR. BROWN: That is right. 

MR. COMMISSIONER HARDY: Mr.Chairman, is 
there not one other factor involved in setting the 
price to the consumer? JI believe Mr. Brockelbank 
mentioned this morning you have made known what 
price you are willing to pay to the producer as an 
incentive for them to go out and drill? 

MR. BROWN: That is quite true. 

M MR. COMMISSIONER HARDY: Do we have a price 
schedule here anyplace? 

MR. BROWN: 10 cents, at the moment. 

THE CHALRMAN: I beg your pardon. 

MR. BROWN: 10 cents. 

MR. COMMISSIONER HARDY: Is that considered 
to be a pretty good incentive, right now? 

MR. BROWN: It has been. That is well head 
price. 

THE CHAIRMAN: Does it vary with different 
flelds? 

MR. BROWN: It is the same in all fields. 

MR. COMMISSIONER HARDY: Dry gas or -- 


MR. BROWN: Dry gas. 
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MR. COMMISSIONER HOWLAND: What provisions 
have you got, Mr. Minister, regariing escalator 
clauses ? 

MR. BROWN: It is subject to renegotiation 
every three years. 

MR. COMMISSIONER HOWLAND: You have no 
favoured nations clauses? 

MR. BROWN: On, yes, we have. 

THE CHAIRMAN: Yes, it is in here: A third 
party clause. 

MR. PATTERSON: That third party clause, 
since it has arisen, puzzled me a bit, because I 
could not see how you got a third party if people 
purchased gas in Saskatchewan. Can you amplify 
that a bit? 

MR. BROWN: It is simply looking to the 
future. 

MR. PATTERSON: That is in the event that, 
in the future,you change this set-up? 

MR. BROWN: Yes. 

MR. PATTERSON: Am I correct in the assump- 
tion that the rate to the consumer is varied by a 
load factor but is not varied by the distance of 
transmission; that is, the man who is 100 miles 
from the well head an. the man who is 500 niles fron 
the well head, provided they take the same load 


factor, will pay the same for the gas? 


MR. BROWN: It varies with the size of the 


community but, essentially, that iscornrec ti 


MR. COMMISSIONER HOWLAND: In your pricing 


to the different communities, Mr. Minister, have you 


tried to equate the costs to the different communities 


i Subd 


way 
es 
oo See aati) 


Clty See, GoY 


| e 
| pated ~omcaoerele “alone: oe 
| Jfyttd A eted enh set ah eoy Ae thio ‘ait 
| | Bs y ei; es, 
Pie ih 
| seunlo yomig hepa 20 MOR RNAS AM 
a FP cH 
: akg ahh cr SLIT wis ty fas are oN ee 
| Reuse ity «0 peteysy Neate ead UL eonta 
| yo 
: 5 2 4 i 2 ‘ x tet shen Ms <3 Say ye 
| faneq ui yee feed 6 Pea. boy Woe eae Jon knee 
s pe ‘ eile 2 eee Lea seat d ie oterey 2 es ates a : tee 
| MEN Gos wey oed . Mawetfodew¥es Al sey Cogsdoang 
| be 
| as a 2 AN He a sch 3 
| cdtd 6 teaz 
| TE ee 
| i Mit scp | 
| «988% Joees a69 of =f See <HORRMPEAT VAM 
7 Pee Sime UU hoe can . x fe 
»- tow e889 eavéte wog eatdt ond ab 


TOR SEES 


ee Beste ae > axe oo 
apn my, “a ae Pratt ee - +5, A ER 
& Saeco, pti gamngrhed eit oF over oty J Pay dor “ 
lee) DR ae: senna Cres 
we oe ae 4 hs) be ~ rae Pane ees 
ee Pgh * sah Re ri: nt Yy a one sche Sy z. tS Aft rid yoad “8 ? bSO i 


ned. bry, OOS. edi oo, naw ene peak geade pbk abi! pa ee 
cede, CA | ae 37 git Pond ee babi wae Se wae 
Ag DO reeks seta seFIRse eet a9* rt : ay nae an 
NGS BE Sree, rae tases a $4) a V rep Aue ee 2 
SSE BUGw a 1 CMA TA meh nee sais si Pa ra 


Ss 
és S.- 


aa 


aw 


OY Pires 


5 


a had & Cagiva, it Re 


‘ig SARE 


. 
. 


2 eebainto” Bind dbo 


beet 


Pees 
of 


* a 


oy! OF A Rp 
-asy. rawond 


aos 


Qo eRargey 


ee 
igi 


Phin ME ES": aiedes Sovtatrre 


Hoa 
bg te ee 


. 
oie 


a Rr oe ace: on * ey o eae . «Ses 
af OF BFE Ong bee bS ‘od vert 


e) 
ANGUS, STONEHOUSE & CO. LTD. 3 109 
TORONTO, ONTARIO 


or do you make a special study of where the gas comes 
from and the cost of getting that to the community? 

MR. BROWN: = did not quite get your question. 

MR. COMMISSIONER HOWLAND: I am sorry. 

When you are pricing your gas to the different communi- 
ties, do you try to equate the prices across an area, 
or do you take the cost of taking gas from a field to 

a community ans working on a cost plus basis? 

MR. BROWN: We equate it. 

MR. COMMISSIONER HOWLAND: Thank you. 

MR. PATTERSON: Another matter, too: on this 
page 65 you mention that the Corporation was authorized 
to pay for gas in the ground for future needs. Had 
that been done at ali? 

MR. BROWN: Not to this point. 

MR. PATTERSON: What would you envisage, if 
that were to be exercised, as perhaps maximum or mini- 
mum amounts that might be used; that is, 1l¢, e¢, 3¢; 
4d, or have you given any thought to that? 

MR. BROWN: I don't know whether our studies 
have progressed to that extent or not. We actually 
have not arrived at a figure. 

MR. PATTERSON: I notice later on you suggest 
that might be perhaps a useful Dominion-wide policy 
and I wondered if your studies had gone far enough -- 

MR. BROWN: We are looking at it much closer 
now than in the past. It should be desirable in the 


future. 


MR. PATTERSON: For the protection of your 


own consumers? 


MR. BROWN: Thacis correct. 


—__ THE CHAIRMAN: Well, for the protection of 
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your Own consumers ? 

MR. BROWN: That is correct. 

THE CHAIRMAN: Well, for the protection of 
your own conSumers and as an inducement, also, to 
exploration? 

MR. BROWN: Yes. 

THE CHAIRMAN: And presumably if another 
buyer of gas came along in Saskatchewan he woul.) have 
to go to an export control to take the gas out of the 
province? 

MR. BROWN: Yes. 

THE CHAIRMAN: So he cannot -<distribute and 
he cannot get it out without a permit, isn't that it? 

MR. BROWN: That's it. 

THE CHAIRMAN: In other words, it is locked 
an? 

MR. BROWN: Fairly well. 

MR. COMMISSIONER HARDY: I just wanted to ask 
this: We were toldin Calgary that Trans-Canada 
Pipe Line was having a little difficulty buying gas at 
10¢ in Alberta and the general suggestion tnat was 
made to us, and with a certain amount of emphasis, 
was that 10¢ was not enough to ensure that there was 
adequate development work. 

Now, on your policy here I take it you figure 
you are getting your development work on an adequate 
basis to look after what you consider are your needs 


at that price? 
MR. BROWN: Well, we have been able to do so 


up to the present. Mind you, we do have an escalation 


clause in the contract with the Steelman Gas Company; we 


have contracted to buy the output of dry gas from that 
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3111 
plant when it goes into operation. 

MR. COMMISSIONER HARDY: But you are going 
on the basis that your needs for gas are within this 
province. At the moment, you are not interested in 
selling gas elsewhere? 

MR. BROWN: Well, we are actually importing 
gas. 

THE CHAIRMAN: I think what Dr. Hardy is get- 
ting at is that if the price at the well head were 
higher as a result of competition your exploration 
might produce gas which would enable you to cease to 
be an importer and even become an exporter; but that 
is a matter of Provincial Government policy which, 
undoubtedly,hnas been carefully considered. You under- 
stand me? 

MR. COMMISSIONER HARDY: That is correct,Mr. 
Chairman. 

Do you contract for interruptible industrial 
load? 

MR. BROWN: Yes. 

MR. COMMISSIONER HARDY: You figure it is 
good business as far as your gas supply is concerned? 

MR. BROWN: We think so. 

THE CHAIRMAN: I notice the brief does say 
you do use gas as a fuel for power plants. 

MR. BROWN: Yes. 

THE CHAIRMAN: I wondered, as I read it, 
just how much study had been given to the utilization 
of the gas resources within the province in the light 
of thete being, as the brief shows, really, 4 deficien- 
cy in that energy resource, and yet it is a premium 


fuel, so to speak, which is being utilized for the 
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provuction of electricity. There must be some reason 
for that that 1s ‘not self-apparent, because-of 
Saskatchewan's coal resources, for instance. 

MR. BROWN: Well, I think the brief will 
indicate that we do not strongly favour to use that 
gas for power production. It has been used to some 
extent, for the present, simply for the purpose of 
building up the load in the initial stages of the 
gas system ang it has been used in some power plants 
where it is economically feasible to do so. We are 
not using it, for example, in the plant at Estevan, 
where we have our big station right in the coal 
fields. 

THE CHAIRMAN: That sits right on the lignite 
field? 

MR. BROWN: Right on the lignite field. 

THE CHAIRMAN: It just comes down, doesn't 
it, to a matter of the best utilization in the judg- 
ment of those concerned with the administration of 
it? 

MR. BROWN: That is true. 

MR. COMMISSIONER HARDY: I still ama little 
alarmed at some of the implications of the policy. 

You would not be prepared, Mr. Brown, to sell to Trans- 
Canada, for example, at a mark-up on this 10¢, I take 
it, or have yowever had occasion to consider it? 

MR. BROWN: Not at the present time. 

MR. COMMISSIONER HARDY: But that is the 
procedure you would follow at the present time if you 
did have a surplus of gas; you would figure on selling 


it at a mark-up to Trans-Canada? 


MR. BROWN: I would not want to say that was 
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firm government policy at the present time. That is 
something that would have to be considered if we were 
faced with that situation. 

MR. COMMISSIONER HARDY: There is a plant in 
Alberta that 1s sitting right on top .of coal, too, 
and at the present time they are burning 10¢ gas, but 
it would not be economical at 11¢ gas, as TI under- 
stand that; and, as we were given the picture in Alberta, 
the 10¢ price is low and is veryclose to simply being 
right on the borderline between gas and the cost of 
the coal. 

MR.BROWN: Well, that is a similar situa- 
flon to what we havein Estevan. Lignite is still 
cheaper, actually, as a fuel, than even gas at 10¢. 

MR. COMMISSIONER HARDY: Is it not an un- 
economic use, then, of a premium energy resource to 
be using your gas for the generationof power, under 
those circumstances? 

MR. BROWN: As I mentioned a@ moment ago, we 
jo not favour the general use .of natural gas for the 
projuction of power. I think there are times when it 
might become necessary to use some of your available 
supply vbut, in the long run, we do not favour that 
ort of situation at all. 

2. Development of the Northern System _ 

Early in 1952, a firm of consulting engineers 
were engaged by the Saskatchewan Power Corporation to 
lay out transmission and distribution facilities for 
Saskatoon and certain other points. Their report was 
to include a detailed engineering report, specifica- 


tion and contract documents. 


In the meantime, the producers had been 
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worklag on field developments, and had 9 tested 
wells in two fields by February, 1952. The 

reserves proved for these wells were judged adequate 
t construct a local system to serve the town of 
Kindersley (population about 2500) and the village 
of Brock (population about 200). It was felt that 
Such a systemwould be valuable training aad test- 

Lag project. 

The 1952 drilling proved sufficient reserves 
to justify a distribution system in Saskatoon and 
smaller centres en route and this was built in 1953. 
The Brock reserves supplemented by the larger Coleville 
Field in 1954, were utilized to supply the Saskatoon 
system. Approximately 130 miles of 10° transmission 
line were involved. 

The negotiations with the City of Saskat- 
oon in 1952 established the pattern which has been 
followed throughout the Province since that time. 
Briefly, the city was offered the option of installing 
the distributioa system itself, purchasing gas from 
the Power Corporation and reselling it at rates set 
so that their net profit did not exceed 5% of the gross 
revenue, or, in the event the Corporation undertook 
the project, the City was to be granted a graduated 
compensation in lieu of taxes, ranging from 1% of gross 

r@venue in the first year of operation to 5% in the 
fifth year and thereafter. The city chose to have the 
Corporation operate the system. 

By 1955, gas reserves were such that an 
extension to Prince Albert was undertaken. To meet 
orospective loads, it was decided to ‘loop' the 


existing 10" line with a 14" line utilizing a somewhat 
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different route from Coleville to Saskatoon in order 
to supply additional communities. In selecting 

the Prince Albert pipeline size and route, the in- 
dustrial potential of the area was taken into 
account and in 1955 a total of 200 miles of high 
pressure transmission line was constructed. 

During 1356, roughly one hundred miles of 
laterals to the nain northern system were constructed. 
These served the city of North Battlefori, and towns 
of Battleford, Eston, Humboldt, and several smaller 
centres close to the pipelines. A 30-mile, 10" 
transmission line connected the Hoosier field to 
the Coleville system. In 1957, laterals totalling 
35 miles were extended to the towns of Kerrobert and 
Wilkie. 

The 1558 program is expected to consolidate 
the Northern System extending service to all commun- 
ities of any size lying close to the route of the 
pipelines. 

Plans under consideration for the near 
future include extensions to the Melfort-Tisdale- 
Nipawin region and to Watrous and Wynyard. 

3 Development of Southern System 

Following the formation of the Trans- 
Canada Pipe Lines Limited, negotiations commenced 
between the Saskatchewan Power Corporation and Trans - 
Canada Pipe Lines Limited regarding purchases and 
rates. The rate structures presented at that time 
were considered unacceptable to the S.P.C. because 
of the high cost and certain minimum bill provisions 
too stringent for the market conditions of the S.P.C. 


system. Negotiations failed to produce a satisfactory 


i 
=] 
bad 
hd 
9 
* 
: 
> 
? 
o 
€ 
4 
8 


+ 
i 
© 


oT 


oe 


or 


Ome THOS 


a 
os 


“4 4 
& . 
ef 


“7 
1 


eS 


Bit 


ey 


o 


2 


ANGUS, STONEHOUSE @& co. LTD. 3 te 
TORONTO, ONTARIO 


Emee 


agreement as to price. 


In 1354, the Success Field was discovered 
and several wells of promising deliverability were 
completed. The Corporation examined the prospect 
of improving their load factor and consequently de- 
creasing the cost of gas from Trans-Canada Pipe Lines 
or other sources by using this field for peak shaving 
purposes @nd for storage. 

Since it was felt that Trans-Canada rates 
dild not accurately reflect the cost of transmission 
to Sa@sxatchewan markets, the Corporation investigated 
using gac from the Hxtton-Many Islands-Medicine Hat 
area, and found that in spite of high collection 
costs it apocared to be economically sound to consider 
the transmission of gas by facilities entirely owned 
and operated by the S.P.C. even though they would 
paradved ithe ?.C.P.: Line. 

* 

As a result, the Corporation took up options 
Bea negotiated to purchase gas from the Hatton- 
Many Islands producirs. 

The Hatton-Meny Islands-Medicine Hat field 
has reserves currently estimated at some 1,300 billion 
cubic feet. Of this amount ebout 600 billion cubic 
fect are in the aver dedicated to the S.P.C.'s market. 
Divine wosy, che Power Corporation obtained an export 
permit from the Alberta Covernment which allows the 
Corporation to take a total of 223 billion cubic feet 
over a 20-year period. In addition some 23520L11i0on 
eubic:: feet of the reserves are in Saskatchewan. 


In 1955, the Power Corporation built a ly- 


mile transmission line between Swift Current and the 


Suecess field to sezve the Swift Current power plant. 
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In the next year the Corporation constructed the 160- 
mile transmission line from the Success area to Moose 
Jaw, and installed distribution systems in Moose Jaw, 
Swift Current, and Gull Lake. More recently, “the 
Cantuar field which is about 6 miles from the Success 
field has been developed. The combination of these 
two fields allowed the S.P.C. to supply the entire 
Swift Current and Moose Jaw requirements during 1956 
anGdelS>/ and invo thecfimst thalbfisofs1 956." Pregpecre 
ef storage in one or another of the fields in “this 
area remain good. 

The major undertaking in 1957 was the con- 
Serruction of a distributing system for the City of 
Regina. A 20-year contract was entered into with 
Trans-Canada Pipe Lines Limited for 10 MMCF per day 
which was estimated to be about 10% of the fully 
developed requirement of the Southern Ssyetem. The 
primary purpose of this contract was to provide some 
capacity for emergency use and for smaller centres 
east of Regina sagacent. to the 7.0.2. tine. Hom tne 
first year T.C.P.L. Ltd. agreed toraugment (her? 10 
MMCF per day contract to 20 MMCF per day. In this 
way, Regina loads for the winter of 1957-55 were 
supplied from Trans Canada and the P wer Corporation 
were able to defer construction of the Moose Jaw-Regina 
Seccion of their Line for a year. 

The development of the Steelman-Alida oil 
fields led to wasting of flare gas associated with 
the oil production and on January LO5 195 <che 
Department of Mineral Resources announced restrictions 
on this flaring of gas to take effect Septemver 30, 


fay . } atia sf aN ay he j 3 
1958. Following submissions to the Oil and Gas 
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Conservation Boari, a permit was issued to the Steel- 
man Gas Company on August 13, 1457, to process the 
fiare gas, with the proviso that a suitable agree- 


ment be reached with the Saskatchewan Power Corporation 


ge) 


or the distribution of residue gas to Saskatchewan 
markets. This contract was successfully completed 
on January 30, 1958. 

In 1,55, the S.P.C. will construct a trans- 
mission line from Steelman to Regina to utilize the 
output of the Steelman plant (25 million cubic feet 


per day, initally) in Regina, Weyburn, and Estevan. 
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Bis CHARACTERISTICS OF THE PRESENT SYSTEM. 

i, Gas Supply: (a) Brock Field. This 
field supplied the entire Northern section during the 
1953-54 season. The original reserves in place were 
approximately 20 billion cubic feet with an excellent 
rate of delivery. The delivery rate has declined some- 
what due to the encroachment of water but the field 
has been producing substantially enough gas to serve 
the local markets in the Kindersley area. Present 
reserves are estimated at 15.3 billion cublie Beer. 

(ob) Coleville-Hoosier Fields. These two 
fields are in the same producing zone and are 
separated by a dip containing sizeable oil reserves. 
Production of this gas-cap gas was permitted by the 
Oil and Gas Conservation Board since the reservoir 
characteristics make the gas migrate so slowly that 
no deleterious effect is expected on the oil pro- 
duction. The present recoverable gas reserves in 
these fields are estimated as follows: 

Coleville-Smiley-Vikinge 152.9 Dillion cubic Teer 


Hoosier-Viking 117 oy Wid Le onecupsogseey 


Total ©70.6 billion cubic feet 


The wells in this area have proved satis- 
factory so far as deliverability is concerned, but 
it is anticipated that the volume will prove in- 
adequate and that the supply will have to be augmented 
by gas from the south or elsewhere within the next 
two years. 

(c) Success-East Cantuar Fields. The 


Corporation's system in the south was operated for 
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two years from the Success and East Cantuar Sand 
fields. The Success field, originally estimated to 
have reserves in excess of 10 billion cubic feet, 
proved to have major production difficulties and 
greatly reduced recoverable reserves. The East Cantuar 
Sand fields have proved considerably more promising. 
The wells, wnich are unhampered by the small amount 
om oil production of the field, are excellent pro- 
ducers. The recoverable reserves are estimated as 
follows: 
Cantuar-North Success 6.1 billion cubic feet 
East Cantuar 5Ovk DEV On CupLevEee. 
Total 56.2 billion cubie feet 
(d) Trans-Canade Pipe Lines Limited: The 
contract between Trans-Canada Pipe Lines Limited and 
the Power Corporation allows the Corporation to pur- 
chase up to 20 million cubic feet per day until 1958 
at which time it reverts to an amount of 10 million 
cuble Seet per day avea 75 per cent minimum toad 
PaCbOr. 
als Invested Capital: The Saskatchewan Power 
Corporation gas system construction has been carried 
out during the infletionary years of the 1950" s. 
The capital outlay per customer served is high when 
compared with older systems which had the good 
fortune to get their construction programs under way 
some 20 or 30 years ago. This contrast becomes even 


more marked as parts of the older systems are fully 


Certain U.S? statistics” (The Handy-Whie- 


man Index) reveal the following indices cf cost: 
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1911 1945 1955 
Meter Prices | 100 157 554 


Meter Installations 100 332 598 


Total Service Instal- 
lations 100 334 719 


It appears that the capital cost per custo- 
mer of the installations built within the last few 
years is probably at least twice that of the equiva- 
Tent systems built prior to World War’ll. “Sinces1955. 
a further upward revision of prices has occurred in 
transmission construction materials. To quote an 
example, the cost of 10" and 12" pipe is now 20 
per cent higher than in 1956. 

By December 31,'1957, capital investment 
in the Corporation's natural gas system amounted to 
$37,500,000. The capital cost per customer (33,000 
meters in service) was approximately $1,100. The 
total capital cost can be broken down into transmis- 
sion, distribution and general plant investment. 

(a) Transmission Capital as at December 31, 
1957, was $19,500,000. Ninety per cent of this 
capital investment went into main transmission 
lines. The remaining 10 per cent was a result of 
investments in subsidiary equipment, gathering 
system lines, land and land rights. The ratio of 
transmission capital to total capital is high at 
the present time because of the fact that the gas 
system is in an initial stage of development with 
a resulting low saturation of customers. 

(b) Investment in distribution at Decem- 


per 31, 1957, was $16,500,000. Of this amount, mains 


made up 42.5 per cent; customer service lines, 30 


c.i@telvet bdswan toddashes’ | 


D4 ott bie von aodtouitense tolseieaaare 9 


5 9 ee he ie f ee yas Bee Pomtas t aa 120 ty oct « Bell 
Mabe es : wo 1 ay 
PIE aE ents roils ite THOD mr ‘ 
Cteavart. Leatoee eek Le edasesa Wa ww 
' , oe 


oF Pecrwne weceya Bg fan ‘Han &' oLgsan eet aid” nk 


Can} :) Bene ici) oh eae tees ee PERG: 6iti O08 vee: | 


3 
4 


Pts Me oo Sitar en —— ' 
at ORL 4 oonmrxovrg@e ew Dteabyies: if awe deite 


qo eq. VlOLH . «060 DOG 2 Se eau tees s 
eras A Io. tren topateoval Lsdiqus 4 
Lue s a OL‘ankabenesd ote ~BonkL- 


‘oe oo nemo one ognath bade fit agnantaevat 


. iT: gets Oe bos hawt Sciatica : 
2 ey epee Be o3 ends sire seaoaalirntar| 


Box: ‘ai ‘oat efit to een saad Sata. viene | pass 
. JER titew Leyak >: onsite te robe “PBS ra, at: moveye 2 


power Youn otdawrdeee WoL saakstiinet an 


- 


wv 
4 
= 
- 


Jal | Sohiudwigeath xu: seseindea sree (aes i 


° 


Uae , (auomsa SlatibOs . OOG 208 Ole: eas VOR? Da e: 
: nb ‘: ; . 7 


j Of send) oc frasaseomadgans. a dnesinent ‘Sh 


7 , 
yt 


} fl ‘ 
r | a ee | A a 
| . 4 | Se i 1S 
i Avis 7 | A _ ) ee oF 7 


ANGUS, STONEHOUSE & CO. LTD. Ee 
TORONTO, ONTARIO 


per cent; and gas meters, 12.5 per cent. The remaining 
15 per cent was for investment of a miscellaneous 
nature. 

(c) Investment in General Plant was 
$1,500,000 at the end of 1957, made up of various 
construction and administrative items which cannot 
properly be allocated to either transmission or dis- 
tribution. 
oe Cash Purchase Agreements: With the excep- 
tion of the Trans-Canada and flare gas contracts, all 
the Corporation's gas purchase contracts are for a 
20-year period and provided for the payment of 9 cents 
per MUM untid., October 15, 1957. AU that dacvestne 
price was raised to 10 cents per MCF. Provision is 
made for a renogotiation of prices after three addi- 
tional years. 

These contracts generally contain "favour- 
ed nation" clauses and "third person favoured nation" 
classes. The "favoured nation" clause provides that 
the S.P.C. offer all producers a price matching that 
Of anysother producer selling to S.P.C. similar quai- 
ity gas produced under similar conditions. A 
"third person favoured nation" clause would call 
for the Corporation to match the price of any other 


purchaser of similar type gas in Saskatchewan. 
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Hos Importance of Stable Prices: Investment 
in the Provincial gas utility is already $37,500,000 
as has been indicated, and within the period under 
review is expected to reach a total of some 
$170,000,000. The justification for this invest- 
ment, which represents a mean of some $800 per custo- 
mer is based first on the present competitive position 
of gas with respect to oil and alternative fuels, and 
second upon being able to maintain this competitive 
position throughout the life of the assets involved. 
Should this position be reversed at any time as a 
PesulG OL the price OF fas rising to sue "a poling ease 
oil was significantly less expensive than gas for 
domestic heating, commercial and industrial use, or 
if coal became significantly cheaper than gas in the 
larger industries, the economical operation of the 
system would be radically upset. Consumption would 
decrease and major losses would be experienced, since 
tC would not be possibile to increase tne Dice to the 
public without facing further curtailment in demand 
and further losses. Contrary to the general assump- 
tion that it is possible to pass on to the public 
increases in the price of gas, there is a very 
definite ceiling to the retail price at which the 
system can continue to operate. Once CHAS: AS 
approached the total investment is imperilled as is 
the market for the gas industry itself. 

It is extremely important to the Corpora- 
tion that the wellhead price for gas remain stable, 
with escalation limited to what can be made avail- 


able from increasing economies of operation in the 


expanding system. 
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For example, in its contract for the pur- 
chase of residue gas from the Steelman Gas Company, 
the Corporation has agreed to an escalation of 1/ 
of a cent per annum over the twenty-year life of 
Cie? CONCrACT. This represents an increase in price 
a 5d> ace brie end) of twenty years, and represents 
an assumption that it will be possible to reduce 
costs. by 5¢ over the corresponding period in spite 
Of generally rising costs io ftmaterialis, oredaveur. 
and of interest rates. This can only be achieved by 
increased consumption and more effective loading of 
the Corporation's facilities. Any attempt to in- 
Crease prices to the public to secure this margin 
would result in decreased consumption. 

THE CHAIRMAN: Does that mean that in view 
of your contract with the Steelman Gas Company that 
your price to all producers’ in’ the Province writ eo 
up a quarter of a cent so that it will all become 
15¢ under the favoured nation clause? 

MR, BROWN: No. hie 1S. di fierent 
situation entirely. : THIS@ Ws*erice™ ferrescine ier. 
or flare gas in the Steelman field; a separate 
agreement with the contracts which we have for ary 
gas at the wellhead. The favoured nations provisions 
are not that broad. 

THE CHAIRMAN: In other words, your 
favoured nation provisions for contract are not 
applicable to such a purchase as that envisaged 
with the Steelman Gas Company? 


MR. BROWN: Right. 
MR. PATTERSON: This is not a wellhead 


purchase -- the Steelman Gas Company one? 
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MR. BROWN: No, on residue gas. 

MR, PATTERSON : Residue gas from the plant? 

MR. BROWN: Right. 

THE CHAIRMAN: J am not quite sure; you 
say, '. . . within the period under review is ex- 
pected to reach a total of some $170 million": how 
much in the future are you forecasting? 

MR. BROWN: A 30-year period. 

MR. COMMISSIONER HOWLAND: If you have these 
favoured nation clausts, how can you have stable prices? 
ican understand a contract allowing for prices tole 
Meas your planl18 amortized, but. aP you Have se 
favoured nation clause in there, so that, let us 
assume, next year you pay 11¢ to everybody, and 2 
years later you pey 12¢ so everybody gets 12¢, how 
can you have stable prices such as you talk about here 
and a favoured nation clause arrangement? 

The Chairman tells me this will not. apply 
because you are the only purchaser. is this the 
answer? 


MR. BROWN: That would be correct, of 


Course. 

MR. COMMISSIONER HOWLAND: Well, it isa 
very simple answer. That is the best position to 
be in. 

MR. BROWN: Right. 

Da Service Coverage: It is the general 


Policy of the S.P.C. vo serve all centers with a 
‘ 
population of at least 1,000 persons. ‘Two towns 
of over 1,000 population, Meadow Lake and Hudson Bay, 
are possible exceptions because of their lecations. 


Smaller centers are served if they are within 


ee 


Slt MMORE: FIM <4 at 
my pS . ott awe T°. oS ARERARS. BERD 


Pe ‘ a Lauper Ee Gang a Haye oe ; 


} Sdeet¢ cut mov? say Sp haa ean 
| . " Rs 

' . 

' 

t 

| 

. i 
| shay hodtod ome tlw i) 
} - wn 

{ 


\ 
A 4 
it we eee 
’ Pid wy del METS g ogo 
{ 
. : 
se ra r 3 ” ais 
te . a ‘ 
y 
+ 4 
a i f ~ a 9) * 
: me jet “is ee OE TY) a eT 
= Z oythir 
» + 
tbe , aici, i> 
; ‘ 
. oy 
: . 
; ih Rats * 
‘ = +"5¢ Wh a, \ 
Sige ! \ Ca t . 
‘ ' 
{ 
] 2 
' P ; ; 
ne 4 FI aL eis ia ac 
5 
‘ a 
rs ‘ if 
; A pha <2 * =e 
s 
ean) ioe, fe pest 
y's Qa “15 si 
i 
| oh 
j ‘ F 
\ i- j » if 
) 
rr 
4 f i 4 
\ iw 2 ‘ A, 
7 y 
i . 
a i \ 
ns 
be 
' , 
= “he 
‘ ‘i 
! by 
4 f 
’ 
. j i 
' j 
} f eae ct 
+ 
‘ ( 
f 1 
i y 
4 i I 
* 
i a i 
o% 4 
iy ect 
d ‘W r 
_ A 
= 
pa tes 
' hn 
' 
: 
fi &> ry 
: * useees H 
i \ ey? 
, r 4 oe ah 
. | : 
ee 
‘ - to § Aan 
© as iii. 
; , rn 
+ ye 
V : L ye? ey - ‘ 
“ 
¥ LP toes 
ican 
‘id W ¢ oA ; { , 
, Luh ok. i Jia 
: a B fete 
. . i oe Ven rat ist 
: 
' be pe AG e 
5 14 
U Cavin - 4 a w 
st 
‘ 
i > e P J 
; ; 7 a Ae i o% “e 
i 
e ’ : , Sin i 
» e A 


ANGUS, STONEHOUSE & CO. LTD. ae 
TORONTO, ONTARIO 


economic reach of a transmission line. In small 
centers, where very high saturation rates have been 
experienced, one of the provisions is that a large 
building must have a dual fuel heating unit so that 
in the event of an unforeseen interruption in the 
gas service, gas subscribers will nevertheless have 
access to a heated building during the emergency. 

The S.P.C. gas system now serves thirty- 
seven communities with a total population of 265,000. 
Six provincial cities, Regina, Saskatoon, Moose Jaw, 
Prince Albert, Swift Current, and North Battleford 
are already being served with natural gas. Of the 
remainder, Weyburn and Estevan will receive gas ser- 
vice in 1958, and Yorkton will probably be connected 
the following year. 

By the end of 1957, there were 70,500 dwel- 
ling units within reach of the natural gas distri- 
bution system. Of this potential market, 33,000 
are now consumers. This indicates a saturation of 
45 per cent of the area served. Taking all pro- 
vincial urban centers, both connected and unconnec- 
ted, gas customers amount to 25 per cent of total 
urban dwellings. The saturation within each commu- 
nity varies in individual centers (it is high in 
small communities) but approximates the following 


pattern: 


lst year after gas is made available 2.5 per cene 
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Saturation and takes into account existing dwellings 
and new construction. New dwellings take gas ser- 
vice on virtually a 100 per cent basis due to its 
convenience and relative cheapness. 

Customers are classified into groups of 
"residential", "commercial", and "industrial". 

Nine out of ten customers are residential, with the 
remainder being commercial and industrial. 
Or Consumption Patterns: (a) Residential. 

The principal residential uses of natural 
gas are for house heating, water heating, and cooking. 
In addition, a limited use of gas is made in dryers 
and incinerators. Gas used in air conditioning 
and refrigeration may increase in the “mture. 

A recent survey of Saskatchewan Power 
Corporation's natural gas customers showed that the 
average number of gas appliances per residential 
customer’ was 2.2; customers in the. large urban 
centers tended to exceed this mean, while those in 
the smaller centers fell somewhat below it. 

Due to the preponderance of house heating 
load over all other types of residential load (85% 
of total consumption), the seasonal factor has the 
greatest influence on the residential consumption 
pattern. An analysis of 1957 annual gas sales to 
residential customers, amounting to 180 MCF per 
customer in larger centers and 150 MCF in smaller 
centers, reveals that 80 per cent of annual consump- 


tion occurs in the winter months from October to 


March. 


(>) Commercial: The main classification 


of commercial customers are: apartments, commercial 
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buildings and larger businesses; and small shops and 
other businesses. There’ is some variation in aver- 
age annual consumption per customer by size of 
community. In cities, the average annual consumption 
is 750 MCF; in greater towns, 600 MCF; and in smaller 
centers, 375 MCF. 

With the exception of restaurants, commer- 
cial establishments use gas mainly for space heating, 
as is the case in domestic consumption. Gas for 
Space heating per average consumer forms 70 - 80 
per cent of the total annual gas consumption. 
Restaurants account for 10 - 15 per cent of the 
total annual volume. Summer use of gas for air 
conditioning or refrigeration in commercial estab- 

Pre smMenvs aS negligible. The undesiraplie geauuive ve. 
the domestic consumption load factor, namely the wide 
difference bettreen average annual load and peak load, 
thus applies to most kinds of commercial customers. 

(eo)? Industwial; Generally speaking, in- 
dustrial consumers are of two types: processing 
plants, and institutions with a sufficiently high 
gas consumption to qualify under the industrial rate 
schedule. 

Institutions tend to have the same consump- 
tion pattern as domestic and commercial users. Since 
processing plants consume steadily the year round and 
often in excess of eight hours, they have a satis- 
factory Load factor. Furthermore, since some indus- 
trial users can be hooked up to dual fuel units and 
use gas on an interruptible basis during periods of 
peak domestic and commercial load, they help to even 


out the differences between average and peak load. 
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This contributes to economic operation of the gas 
system, and industrial users of this type are given 
preferential rates. The Saskatchewan Power Corpora- 
tion makes provision in contracts for this type of 
load. 

Industrial consumers are grouped in four 
classes by magnitude of annual consumption. Class I 
averages below 10,000 MCF; Class II average 50,000 
MCF; and: Class III users, 200,000 McP. Examples of 
these three classes of smaller industrial consumers 
are laundries, dry cleaning plants, creameries, 
packing plants, and institutions such as hospitals, 
schools,. and: hotels. 

Class IV, the large industrial users ex- 
ceeding these levels of consumption, are few at the 
present time (Saskatchewan Cement Corporation, Saskat- 
chewan Minerals, Chaolin). Further servicing of 
thiis: type of oad isi expected to increase 3h) ne near 
future. Included in this class are steam power 
plants of the Saskatchewan Power Corporation and 
other wrovincial mutiiities. 

Since gas is an exhaustible resource, 
available only for a limited period, the Saskatche- 
wan Power Corporation's general policy is to save 
the gas for domestic and commercial consumption. 
Because of the availability of coal, it is felt 
that gas should not be ordinarily used in power 
plants for conversion to electrical energy. However, 
its use on an interruptible service basis in power 
plants is justified at the present time under the 


following conditions: 


(i) During the initial period of load develop- 
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ment, in order to offset high capital cost. 
ide) In off-peak times, to reduce the 
difference between peak load and average load. 
Since the Saskatchewan Power Corporation must, 
in some cases, contract to buy gas at the peak 
load level all throvgh the year, summertime 
use in power plants is an important considera- 
tion. 

(iii) In areas where a power plant is remote 
from other fuel sources relative to the 
availability, ofyeaes. 

Interruptible loads are of great economic 
significance in a gas distributing system. Without 
these loads, the availability of gas to domestic con- 
sumers. might be restricted. for,.cost. reasons, sArver 
the initial load build-up period of about five years, 
the power plant load is still important for summer- 
time use. Since it is possible to transfer the 
power load to other fuels at short notice, the power 
plant load makes more economic distribution pos- 
sible by absorbing spare pipeline capacity. 

Annual consumption of gas in the Saskat- 
chewan Power Corporation power plants in 1957 was 
3,075 MMCF. The price paid for excess gas used in 
steam power plants is the cost of a fuel alternative 
and, depending on plant location, the rate varies 
| from 28.5 cents to 31.5 cents per MCP. New con- 
tracts provide for the sale of gas to the National 
Light and Power Company in Moose Jaw which began 
drawing gas late in 1957 and to the Citbyoe 


Regina Power Plant, which is not consuming yet. 


The rate chargec both plants is e7 cents per MCF. 
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THE CHATRMAN: I was puzzled about the 
power plant, because on page 78 you say, "Since gas 
is an exhaustible resource, available Orly fore. 
limited period, the Saskatchewan Power Corpora- 
tion's general policy is to save the gas for domes- 
tic and commercial consumption." That is ‘why 1 
wondered why in this Province, where you do have 
large quantities of other fuel, such as coal, to 
Ooperave a thermal plant; for itistande, you will allow 
the use of natural gas when you are deficient for 
your overall requirements Im “the Province in chat 
particular source of energy. 

MR. BROWN: As I mentioned a moment ago, 
we do not hold with the long-range view of using 
natural gas for power production, but in the early 
stages of the development of a system we think it 
may be desirable, and I think our situation here in 
Saskatchewan also has a bearing on it where our 
demand is so heavy in the winter months and drops 
off so drastically in ‘the summer months. With 


some semblance of order in our load factor, it may 


be desirable. 


THE CHAIRMAN: You are speaking now of 


tte use Of vhe “gaey 


MR, BROWN: Ves, to Utilize some gas tue 
power production in the summer months. 

THE CHAIRMAN: You would not use the 
coal in the winter and gas in the summer for the 


power plants? 


MR. BROWN: Well, we are not using it 


in the power plants where we use the major part of 


our coal. 
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is Conservation: Conservation of a resource 
under provincial jurisdiction should be such as to 
secure the most advantageous use of the resource for 
the benefit of the people of that province. The 
development of the resource to meet this use must 
also be such as to provide a reasonable return to 
those owning or producing the reserves and the 
reasonable return must, in practice, be of such 
magnitude as to offer an adequate inducement to 
owners and producers to develop reserves at a rate 
suitable to the needs of the province concerned. 

With reserves limited, it is axiomatic that 
they must be conserved for the most valuable uses 
in the community and not dissipated on less impor- 
tant uses where alternative fuels are easily and 
economically available. Priorities for the use of 
gas must be determined by the attributes and quali- 
ties which, distineuiehedt. from ovner 2uels.. elie 
most outstanding characteristic of natural gas igs 
that, in this form, energy can be transported in 
large quantities more economically than in virtually 
any other form, including electric power, and that 
it can be delivered in small amounts to individual 
users with great economy and simplicity. It would 
thus appear that domestic use and small commercial 
uses should be given first priority. 

The use of natural gas as an industrial 
fuel should, generally speaking, be given a low 
priority. For almost all purposes it is possible to 
substitute oil for installations of moderate size and 
coal for larger installations. The use of gas as an 


industrial fuel ought therefore to depend in the 
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main on its availability compared with other fuels. 
However, an overriding consideration is that in 

the early stages of the development of a natural gas 
system, the system itself is unlikely to be economic 
if it is restricted to supplying domestic consumers, 
since =the low domestic load factor in the firse few 
years must, in practice, be compensated for by a 
WUCNereINCUsStrial Toad factor. 

There are also certain chemical uses of 
natural gas as a raw material for which it is 
uniquely suitable enc such uses should also be given 
a nash priority. But it is amportant to noterthac 
in the past natural gas has been very extrava- 
Bantly and unnecessarily used as a raw material for 
imdustrial processes. 


MR. PATTERSON; Mr. Brown, just at that 


point, the unnecessary and extravagant use: is 
that having reference to the use for manufacture of 
garhon Dlack In the Unived Staves? 


MR. BROWN: That: 2S Gene. 


MR. PATTERSON: That type of situation, 
though, has not arisen in Canada, has it? 

MR, BROWN: Il am not toe sure. 

MR. BROCKELBANK : We have had one or 
two applications for it, but none of them have 
gone forward. 

MR. PATTERSON: None have gone forward 
in Saskatchewan? 

MR, BROCKELBANK: No. 

MR. BROWN: A policy of conservation 
implies automatically that the gas will be reserved 


either for use in a single province where its uses 
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can be controlled or exported only to areas where a 
Similar conservation policy is acopted. © This tue 
validity of export nrovincially or nationally from 
a conservation viewpoint is determined not only 
by the price but alsc by the end use to which the 
gas is to be put. For example, tt would be absurd 
to deprive power plants in Saskatchewan of the use of 
natural gas in order to export it to the United 
states if the gas is to be used there for power plant 
OrSotner less important uses, or 1f 10s use there 
allows the diversion of an equivalent vbume of gas to 
such Uses at some other point. This would mean thac 
only when conservation control of the end use of gas 
in the United States was established, equivalent in 
objectives end in effectiveness to any conservation 
established for Canada, should gas be exported from 
this country to the United States. Similar consider 
ations snould apply between the provinces of Canada 
insofar as the resources are limited. 

For exo-sle, 5O per cenb of the total fucure 
power generation in Saskatchewan during the next 30 
years could be easily end economically produced 
from natural gas if no conservation policies were 
Followed. On the basis of present coal prices this 
could be valued at some 28 cents per MCF. Even 
allowing for transmission costs, it is obviously 
absure to contemplate the sale of natural gas to 
the United States for some 22 cents per MCF until 
the Canadian market at this price hes been satis- 
raed. Particularly would tnis be so wnen it is 
is or the gas it replaces, 


realized thet this gas, oO 


importent uses in an economy in 
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competition with our own. 

In examining the feasibility of Canadian 
exports of natural gas to the United States regard 
must also be had for the eee per capita reserves 
in each country, the number of customers per 100 
persons in each country and the present consumption 
per capita in each country. These comparisons are 


made in the following table: 
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able’ 20 
Proven Natural Gas Reserves Per Capita 


oan (OSG) 1,384 MCF 
Canada (1957) 1,239 MCF 


Development Status ~ 1956 
(customers per 100 persons ) 


Ure. 14.7 
Canada Bir 


Consumption per Capita - 1956 


Meio 40.6 MCF 
Canada 3.) MCE 


Sources: 1. Canadian reserves from submission of 
Canadian Petroleum Association to Royal Commission 
on Energy, February 7th, 1958. 

2. U.S. Reserves, Development Status and 
Consumption from Gas Facts, Statistical Record of 
the Gas Utility Industry, American Gas Associatien, 
Buream OL Statlstics, pie and 5, 

3. Canadian Development Status and 
Consumption from same source, p. c4l. 

As fs: Lndieagted; proven Veserves Per eap= 
ita are considerably greater in the United States than 
ny Canada; almost five times as many customers are 
served in proportion to population and consumption 
per capita is more than 13 times as great. 

In view of the relative positions of the 
two countries with respect to the supply and consump- 
tion of natural gas, as indicated above, it would 
appear that one of the ways of removing any disparity 
in living standards between Canada and the United 
States is to make every effort to bring the advan- 
tages of natural gas to more Canadians. The number 
of natural gas users in Canada should be increased and 


Canadian consumption per capita should be expanded. 


othe 


ae" ear’ 
ale 
‘ 
i ‘ i ot 
= wo 
Se { can 
— \ . 
a 
4 / 
' 
. nn a 
2 
a e =) 4 : st 
; i 5 ts : 
( 
‘ Py ot hobs ie ‘ él 
De Se ae Gen a 2 
fi i 
a 
7 
‘ 
9 j 
- ‘ ec ly ome 2 
“ Aes gab crmet 
1 
is . 2 is 
i = 
ot : 
r . ‘ = we 
. Be a ieee 
»¥ r+ 
J 
i 'S oe : ‘1 
‘ 4 i 
er . 
a tire “ 9 
‘ ‘ ? \ Ng 
4 
; i 
e Poet 
+ BS a sc ‘ a Fi 
. , , 
Wi hi V } ’ 
} 
* WATT ; 
Caer rs ; i i 
~ ¥ " y 
‘ ie 7 
‘ se . 
: eis : a 
3y, 48 Se 
i 
' ate a 3 
Ste ie cd = 
e 2 be 
~ 
Ty + lak * 
ye : . 
dist es ‘ i reas s% + . 
bas eee La poate wi las 
Sete te es 
& dam ~ ‘ P : 
' ha 
: 3 . barca * 
‘Sa. 


/ : poe a : 
a « 
Oe ris - ny ® ve *% 
i~ fn % 4 f ¥ pm i 
‘oAon web farudsh asvoxrd 
ot, Nar ast ES, sha) A 9 AR re De neh LT 


Ps ’ in wd ee 
rare Ww ihn © SMO as} 


aoe 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


Indeed this trend is already apparent. It is our 
understanding that the growth in the demand for 
natural gas in Canada has been much greater than 
anything anticipated even a few years ago. This, 
in fact, has been the experience in Saskatchewan. 
It may well be that in future years the demand in 
Canada may far exceed anything now contemplated. 

In any event it is obvious that the domestic devel- 
opment of the natural gas industry has a long way 
to go in Canada before the high standards of the 
United States are reached, and a strong case can be 
made for conserving Canadian supplies of natural gas 
for that purpose. 

At the same time potential producers must 
be given an incentive to continue the search for 
addi tionalssupplies of natural gas. To thigy ena i 
would appear to be in the national interest that, to 
the extent that there is no immediate and adequate 
Canadian market for supplies of natural gas which 
may be discovered, and in view of the exceptional 
circumstances and the unique characteristics of 
natural gas, the Canadian government might well 
consider adopting a policy of purchasing supplies of 
gas in the ground, which could be reserved for use in 
years to come. This would provide a means whereby pre- 
ference could be given to the future needs of the 
Canadian people while at the same time providing 
producers with a sufficient inducement to maintain 
their quest for further supplies. 

THE CHAIRMAN: Perhaps we could ask one 
or two questions on that: have you ever calculated 
what the investment might be from the point of view 


of purchasing reserves in the ground? That was 


ae ees Ab a econsrore subs 
Tema JOTHOROT 


© = 
qu: ghowwebe ef. Bele Bl ee 
‘4 ‘ 8. La a. ¢ a ~~ s MS ~~ 2 om 4 Lo} « bik 
é. “50 : cS 
Spey? Cees sas bs cE K 
5 . tt elle | . =. on 
eat. 3 Gaia Ft 2 fe fui) tad acaba 
' = ae * ‘sie a 
- 7 bs ic Z r. - me | ' aa | » 
Pub dea Bla we es ~ Dy ae nes Pe wate St 4 
: : ip) = ee 
a , e ~ <7 — ee ‘ od . < ory 
at woh. @ seve beasgiobins gatdtyn 
4 aad : E 
= * - - io 
a Brees 
[ On ees a s 7 a wl , 
“ aye cn ae ne A od ee “a0 i} 9Sa or ' 2 as 
= ee M he 
= ashe ae Soe 
x x 4 ‘“ Tosa ' =» 
Bs § > vba 7 iw (au 
oy ees Leake 
= — — ** 4 
ee ee A VP se Moree r+ ad a) Yea ad cane 
UD . ‘PBN SVE SVS Ye 
5 eh CE - fa ans 
= +e a oo 
: & P s4i5<% 
= iy rts 
f ¢ it i sii 
es ia 
meee 
~ tk» a“ * 
pists ak ‘tod é s) ri 
- a ~ 
Sa i: x at e 
2 4 . * a ’ 
fe a ta: si : 
wo “2 - aah 
S39 ae =a - ad . ? 
a . > : 
ms Ee : 
F: 
iS 
' 
chs : a ax ae Fl 
ae as ae 
Fs Kar - , 


t 


e 
4 4 ¢@ ys 
J as. - 
2 ote, Sy = a1 f. 
S$ Lg : . 
tg ove 
- 5 ~— i 
5 pa or : 
ft. 2% 
th s 
: = ste = * 
- = a 7 , 
. eo 4 
c ‘ 
= bs 
< + 3 
ae wa, Abs 
2 ¢yt a 3 r 
A Ap . = ‘ 
— : , : 
s = = 5: cf ‘i . » é S .i- 
“< hi a 
- Pi 2 . 
a = 4 . 
E c es - s 
bt - : * S32 : 
2 .; izar€ ~"s* =F 7 
* a = 
i = “se - ¥ 
a funy Eee : 
. ee SBS Foe. y Pe iP e~ DES Ps 
~~ % * i 
: ree Ge Sy =e 4 >< 4 
‘ ae ee Oe 2 
ae sri 
+ oa, - «A F « “;: 
a - phe trey: & BIR” ry 
-, fe 25 te ‘s ba } 
ue " : aa 
c i 
. a Sy ok = 
ed ae aa . os > 
4 E ay ea ee > re ke _ “Wy 
: e 7 o - 
i Sos 
aim ae 
= S23 "MS RS 
sae i TES a > 
° : ag eee ae " ; *, a 
oF £o S af a 
WS - Coe i : 
eg ~ ee 
tee A >" nee 
r Se Zs - 
ake a 


3138 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Suggested to us by the Canadian Northwestern 
Utilities when they were challenged as to why 

they did not purchase the reserves in the ground 
and hold them until the demand for increased quan- 
tities of gas would bring higher prices. They say 
it would cost something like $100 million to pur- 
chase a twenty year supply for the City of Calgary. 
Have you taken that into account for your demand, 
let us say, in eastern Canada. Surely, that prin 
ciple would run into hundreds of millions and even 
Mitton ol, COLLars 7 

MR.BROWN: There is no question about it. 

THE CHAIRMAN: It would ge to the pro- 
ducer in the province for the gas Dn tne ereund:. 

De you really think the@is a preccica Pisoumrie.: 

MR. BROCKELBANK: It might be pointed out, 
if the producer had a market and could produce this 
gas, this quantity of gas would only go to market 
ina period of 10, 20 or 30 years and he would be 
getting paid over that period of time, so that 
consideration might be given to buying the gas on 
a basis as if he were producing it and getting it 
to market. 

THE CHAIRMAN: Are we not here struggling 
with two or three things that are contradictory to 
one another: thinking in terms of giving the pro- 
ducer a good price for his gas and the incentive to 
explore, to bring others in to explore for a source 
of energy which is in short supply within the 
Province. At the other end of the stick, keeping 
the price to the consumer as low as possible. By 


that same token, no one can come in and purchase 
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other than the government agency, so how do you get 
the incentive to search for the quantities of 
natural gas which your estimates over the years 
indicate you would need to have in the Province to 
meet the Province's requirements without importation? 

MR. BROWN: I would imagine we will havec 
to face the necessity of an increase in price. There 
is no doubt that will happen. 

THE CHAIRMAN: You would not think you 
would have to face the necessity of opening up the 
gas fields of, the Provinee for exploration’ by pro- 
ducers other than -- in other words, lifting the 
ban imposed by virtue of the Saskatchewan Power 
Corporation? 

MR. BROWN: I am not sure what you had in 
mimndin Me. Chairman: 

THE. CHAIRMAN@s As: Leunderstand it, af ak 
want to search for gas in the Province of Saskatchewan 
I can never own the gas. I am allowed to come in and 
search but ZI cannot produce it. 

MR. BROWN: You can produce it. 

THE CHAIRMAN: Yes, I can produce it but I 
have one buyer only and there is no competition Lor 
my gas. 

MR. BROCKELBANK: I would not say that is 
exactly right: there are prices established in other 
areas for gas and in many areas one of the problems 
has been that an explorer who discovered gas did not 
even have one purchaser; he had no purchaser for his 
gas and one of the reasons we found it necessary to 
set up a policy some years ago Was to state that the 


gas would be purchased. I have already mentioned 


costo 
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that today. It was, in fact, guaranteeing a market. 

MR. BROWN: It, has been a factor that is 
dealt with. 

MR. COMMISSIONER HARDY: Mr. Chairman, 
could I ask Mr. Brown a question? Mr. Brown, at 
what load factor do you buy this gas from the 
producer in cents. Is there any guaranteed load 
factor? 

MR. BROWN: There is no particular load 
facvor. 

MR. COMMISSIONER HARDY: Will you guarantee 
him a certain production? 

MR. BROWN: We do have a take-and-pay 
Pre VAisSLen) in our: contraet. forsee Nanve letande steid: 
that.is* 50.per cent of our southern system require-— 
ments and, of course, our contract. with Trans Canada 
was’ for {5 there. There is nothing of that nature 
in ourscontracts with» the producers in the: field, in 
the, western part of the Province. 

MR. COMMISSIONER HARDY: Do your appendices 
have any sample contracts in them? I wonder, Mr. 
Chairman, if the Department could let us have a 
sample. 

MR. BROWN: We could file samples of these 
contracts with the Board if that will be of some 
assistance to you. 

THE CHAIRMAN: Yes, it would. Could we 
have it tomorrow morning? 

MR. BROWN: Certainly. 

MR. COMMISSIONER HARDY: Have you ever pre- 
pared the cost to the producer in terms of equal 


quantities of BTU heating value; as to what he is 
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getting for oil as compared to gas. 

MR, BROWN: Mr. Ganne advises me in 
our contract with Coleville-Smiley-Brock producers 
we do have a take-and-pay provision. That will be 
indicated in the contract filed with the Commission. 

THE CHAIRMAN: Can you give us any idea, 
just before we adjourn, as to how you would provide 
in the export of gas for the end use being along the 
dine you might consider it proper to be? “As 2 
understand, gas going across the border, and we are 
talking now of gas going to the United States, be- 
cause when we speak of exporting gas there is only 
one way it can go and that is south, and when that 
gas gets mixed up with other gas in the transmission 
lines it would take you from now until Kingdom Come 
to figure out which cubic foot of gas went to one 
parg of the country, and woe cubic Loon ol eas 
went to another part of the country through the pipe- 
Lines. 

MR. BROWN: LUSLS apie eit fe Cina. Wao 
thinking was some effort certainly could be made to 
ascertain to what this gas from Canada would be put. 

MR. BROCKELBANK : Would not the important 
factor be the general tendency in the country for 
the use of the gas reserves? 

MR. BROWN: If it Was used @xtensively scr 
power resources, that would be a pretty fair indica- 
tion. 

THE CHAIRMAN: We sell lead, nickel, 
zinc, aluminum and raw material resources, and we 
do not inquire as to the end use of those before 


we allow them to go out of the country. Is there 
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any difference? 

MR. BROWN: -Maybe we should. 

MR. COMMISSIONER LADNER: Mew Brown, I 
have one question in order to elucidate the matter 
in my own mind relative to the proposal that in 
order to bring about the inducement of development 
the government should acquire the gas in the ground 
So that the producer gets the gas and the govern- 
ment gets the title. He gets his money and the 
government gets the gas. Is your idea that that 
Should be a joint undertaking of the Federal and 
Provincial Governments on a somewhat fifty-fifty 
basis? When you say government, does that mean both 
governments or Provincial Government or Federal 
Government ? 

MR. BROWN: Perhaps we can answer that 
this way, Mr. Chairman: I think our thoughts were, 
when we set it out in the brief, that this was some- 
thing the Federal authorities should have a look at 
to see if it was feasible and practical. We, our- 
Selves, have been taking a fairly close look at 
this to see what is involved and what the advan- 
tages would be both to ourselves and to the pro- 
ducers. We have not crystalized our thinking on it 
to any extent at the present time, but that oe 
something we think that certainly be explored. 

MR. COMMISSIONER LADNER: You have not 
worked out the interest costs and various factors; 
that, perhaps, would be very costly. 

MR, BROWN: No, we have not gone that far 


yet. 
THE CHAIRMAN: Gentlemen, it is almost 
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5.00 o'clock; shall we adjourn? 

Mr. Minister; would it suit you if we re- 
assembled av 10.00 o'clock in the morning? 

MR. BROWN: That would be very good, Mr. 
Chairman. 

THE CHAIRMAN: This hearing stands ad- 
gourned unctlL 10.00 o'clock tomorrow morning. 


---Whereupon the hearing adjourned at 5.00 p. 
tmbtat 10.00: a.m,-on Tuesday, Apria, 15; 1958. 
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